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ADMINISTERED PRICES 


TUESDAY, JULY 9, 1957 


Untrep States SENATE, 
SUBCOMMITTEE ON ANTITRUST AND Monopo.y, 
OF THE COMMITTEE ON THE JUDICIARY, 
Washington, D. C. 

The subcommittee met, pursuant to notice, at 10 a. m., in the caucus 
room, 318 Senate Office Building, Senator Estes Kefauver presiding. 

Present: Senators Kefauver (chairman), Wiley, and Dirksen. 

Also present : Paul Rand Dixon, counsel and staff director ; Dr. John 
M. Blair, chief economist ; Peter Chumbris, counsel for minority ; Car- 
lile Bolton-Smith, counsel to Senator Wiley. 

Senator Kreravuver. The committee will come to order. 

IT am delighted that with all the competition for Senators to be at 
committee and subcommittee hearings, important conferences at the 
White House, and other departments that we start this hearing off 
with so many Senators present, including the distinguished Senator 
from Wisconsin, Mr. Wiley, and the Senator from Illinois, Mr. Dirk- 
sen. 

Senator O’Mahoney will be here shortly. Other Senators have ex- 
pressed an interest in this hearing, and we invite them all to come 
and be present and participate whether they are members of the sub- 
committee or not. 

In opening these hearings on “Administered Prices,” the Subcom- 
mittee on Antitrust and Monopoly is trying to come to grips with what 
is probably the Nation’s current No. 1 domestic economic problem— 
the problem of inflation. We are concerned particularly with the ex- 
tent to which administered prices in concentrated industries may con- 
tribute to this problem. 

According to the most recent report of the Bureau of Labor Sta- 
tistics, the Consumer Price Index reached a new high in May, nearly 20 
percent above the 1947-49 average. Consumer prices have declined 
only once in the last 15 months, and, in May of this year, reached a new 
high for the ninth consecutive month. The American consumer will 
await with interest the reports of the Bureau of Labor Statistics for 
June and July, which will reflect the recent increase in the price of 
steel. 

But all prices have not risen to the same extent, nor indeed have all 

rices even participated in the advance. Thus, between May 1956 and 

ay 1957 we find that, while the wholesale prices of processed foods 
as a group have risen, those of farm products have gone down. While 
prices of metal and metal products have increased, prices of lumber 
and wood products have fallen. Perhaps of even greater interest is 
the fact that in the two groups that have shown the greatest in- 
creases—(1) fuels and lighting and (2) machinery and motive prod- 
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ucts—the increases have taken place in the face of excessive capacity 
and declining production. 

What are the reasons for these differences in price behavior? How 
can prices go up in the face of declining demand and excess capacity ? 
To what extent are the increases centered in administered price in- 
dustries? I hope that we can have sufficient staff to work at the prob- 
lem and get up information on the question of the extent to which 
profits and wage increases may bear upon the high prices of certain 
products in industries today. 

These are among the questions to which the subcommittee will direct 
its attention. 

Before going any further, I should like to quote the definition of 
the term “administered price” offered some 22 years ago by Dr. Gardi- 
ned C. Means, who will testify today, and who invented the term. We 
are honored to have him with us. 

He stated that— 

For administered prices, the price is rigid, at least for a period of time, and 
sales (and usually production) fluctuate with the demand at the rigid price. 

These he contrasted to “market prices” which, he said, are “made in 
the market as the result of the interaction of buyers and sellers.” 
Speaking of the latter, he said: 

This is the type of price around which traditional economic theory has been 
built. 

With the passage of time, administered prices have become more 
and more important in our economy. This has been partly due to the 
changing composition of the country from a predominantly agricul- 
tural toa predominantly industrial economy. 

There is evidence to indicate that it has also been due in part to a 
longtime increase in economic concentration and that this trend has 
been increasing. Thus, the forthcoming report on concentration of 
this subcommittee shows that between 1947 and 1954 the 200 largest 
manufacturing corporations increased their proportion of total value 
added by manufacture from 30 to 37 percent. 

There is substantial agreement that part of the rapid growth of the 
large corporations has not been due to greater efficiency but to such 
factors as consolidations, mergers, acquisitions, the destruction of 
smal] business through price discrimination, and similar unfair and 
oppressive practices. 

Perhaps concentration today would be lower and the problem of ad- 
ministered prices would be less serious if we had had stronger en- 
forcement of the antitrust laws in the past; if the Supreme Court had 
not handed down the rule of reason in 1911 and had not held, as it did 
in the United States Steel and International Harvester cases, that size 
and power, no matter how great, do not constitute a violation of the 
Sherman Act; if we had had more cases brought under section 7 of the 
Clayton Act against monopolistic mergers. 

But this is all in the nature of water over the dam. The facts are 
that we do have on a widespread scale both the giant corporation and 
administered prices. The reality is that within a broad area of the 
economy prices are set, not automatically by the unseen hand of com- 
petition, as are the prices of wheat and hogs, but by the conscious and 
deliberate action of corporation managers who have the power to set 
prices at alternative levels. 
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What should public policy be toward this power? The simplest 
approach would be for Government not to concern itself with the 
problem. We could hope that our corporate managers would accept 
the social responsibility which goes with the possession of power, and 
exercise that power with restraint and discretion. 

But we must face the fact that power may be abused. Is there not 
the possibility that the managers of the great corporations may raise 
prices to unendurable levels? May they not attempt to maintain their 
high prices by cutting back production and employment? May they 
not, in effect, subordinate long-term gains for the country and for their 
own companies to immediate short-term profits? What then should 
public policy be ? 

In such an event, there are only two posible approaches—either try 
to destroy the power or attempt to control it. The first is the anti- 
trust approach. It would involve dissolution suits on a widespread 
scale, trustbusting in the literal sense. The objective would be to re- 
create the conditions under which prices would automatically be deter- 
mined by competitive forces. It is the approach most in keeping with 
our American traditions. Who can deny the great benefits to the coun- 
try, and to the industry itself, of the breaking up of the old Standard 
Oil trust in 1911? 

But it must be recognized that this approach has problems of its 
own. Is the Sherman Act adequate to the purpose or would new leg- 
islation be required? Might not the breaking-up of our great 
corporations significantly impair efficiency? Could enough new units 
be set up as to insure true competitive rivalry? In short, 1s the process 
of “unscrambling the eggs” a practical approach ? 

The alternative to the antitrust approach, direct public controls, may 
take either of two forms—mandatory or persuasive. The former, 
which implies some sort of public utility regulation of prices, is to my 
way of thinking a last resort, and not a very desirable one at that. 
Not only is there a tendency for the regulated to become the regulators, 
but in some instances the regulatory agency comes to look upon itself 
as the protector of the industry which it is supposed to control. 

But there is another form of public control, the indirect or persua- 
sive, which derives its strength from the force of public opinion. 
When, following the invasion of Korea, former President Truman 
asked industry not to raise prices, he was exercising this form of 
control. When the Federal Trade Commission, at the request of 
Congress, made investigations into the causes of high prices following 
the end of World War I, it was engaging in this form of control. 

When, following the outbreak of World War IT in 1939, Senator 
O’Mahoney, as Chairman of the Temporary National Economic Com- 
mittee, was issuing, at the request of the President, reports on costs 
and prices, he, too, was exercising control by persuasion. 

These then are some of the questions with which the subcommittee 
will concern itself during the course of this inquiry. The hearings 
will, I hope, have a practical result by shedding light on the adequacy 
of existing law and the possible needs for new laws. It is my hope 
that the solution to the problem of inflation, if indeed there is need 
for one, will be found to lie within the framework and purposes of 
our free competitive system. 

We will, of course, want to go into the adequacy or the need for any 
possible amendments to laws in connection with this problem of infla- 








4 ADMINISTERED PRICES 


tion, and I think also the subcommittee will be interested in studying 
the adequacy of our laws and their administration, especially in the 
light of the recent decision of the Supreme Court in the case of Gen- 
eral Motors and Du Pont. 

We know that Dr. Nourse will also talk about the development of our 
natural resources in connection with this overall problem. Some time 
back, when we started out with the oil hearings, members of the In- 
terior and Insular Affairs Committee and the Interstate and Foreign 
Commerce Committee were invited to be present. 

Furthermore, on the hearings about rapid tax amortization, which 
have not been concluded, members of that committee and also of the 
Finance Committee were invited to be present. So we do especially 
invite any members of those committees to be present at these hearings. 

We are most fortunate in being able to open the inquiry by hearing 
from some of the country’s—indeed the world’s—leading experts on 
administered prices. 

The economists who will testify today will be Dr. Edwin C. Nourse, 
former Chairman of the Council of Economic Advisers. Dr. Nourse 
is now an eminent economic consultant and was for many years, as 
everyone knows, the leading economist for the Brookings Institution. 
He was Chairman of the Council of Economic Advisers. 

And we have Dr. Gardiner C. Means, a pioneer contributor in this 
field, who is now a member of the Committee for Economic Develop- 
ment. Dr. Richard Ruggles, of Yale University, is also eminent in 
this field. 

On July 11 two of the economists who will testify are Dr. John R. 
Moore, who is an eminent economist and author with the University 
of Tennessee, and Dr. J. Kenneth Galbraith, of Harvard University. 

Before asking our first witness, Dr. Nourse, to testify Senator Wiley 
or Senator Dirksen, do you wish to make any comments ? 

Senator Wier. Yes, Mr. Chairman. 

First I want to compliment you, sir, on a very challenging state- 
ment. I am sure that it contains the questions that we are looking to 
these gentlemen to answer. 

In my mail I have also heard from people who are asking questions. 
For instance, why are prices what they are, and how did they get that 
way ? 

You talked about administered prices. What makes them higher 
than the market price? We want that answered. How do admin- 
istered prices get that way, in other words. 

Where does the authority come from that results in these prices, 
such as all at once a $6 a ton increase on steel. Of course, I come from 
a section of the country where dairying is a pretty big industry. In 
fact, it is the lifeblood of millions of people. 

Why is it that the steel industry raises its prices $6 per ton and all 
the rest of us have to toe the line and pay up without objection ? 

Being a farmer, immediately up goes the price of my machinery. 
My milk price goes down. I think statistics show that in 1946 the 
farmer’s oe of dairy products was about 57 percent of what the con- 


sumer paid. Now that has gone down. He is only getting today about 
46 percent of what the consumer pays. In fact, I don’t get that for my 
milk. I get about 7 cents a quart and then as a consumer I pay about 
21 cents for it out there, but the overall is probably along the lines of 
these statistics that I have quoted. 
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Why is it that farm prices can’t be raised just the way the steel people 
raise steel prices ? 

These questions that I am mentioning are suggested by the ordinary 
citizen, and it is very important because what we call the mental morale 
of the overail 170 million of us is the significant thing in keeping us on 
a good, even basis. 

If the farmer raises his price in order to meet the costs of production, 
we know it would not stay there very long. So we try to do something 
with Government support prices. 

Now these are some of the questions that I hope we can get the 
answers to because we are all interested in maintaining this country 
on an even keel economically, but I think also from the standpoint of 
morale. 

What is the responsibility of men who control great masses of 
wealth ? 

The President has stated, and so did the chairman, that inflation is 
the big challenge. It creates economic disorders. I get letters from 
people who have put all their money for their old age into insurance. 
They have put in hundred cent dollars. The dollar is now worth 45 
to 50 cents. Are we going to lower that further by permitting great 
industry, that controls markets, to be the first gun in a new process of 
inflation ? 

I get letters from people living on pensions who, a few years ago, 
had an adequate income—like schoolteachers. They say: “Senator, 
what are you going to do about it?” 

These are the matters that concern us who try to do the best we can 
to represent our constituents. 

I said in a previous hearing that the chairman présided over, where 
it developed income in a great institution went up because of the in- 
crease in oil prices, that there was a great responsibility in the trustees 
who control wealth. 

So, Mr. Chairman, I have said my little say. I hope that out of 
this hearing will come guidance for us and guidance for those who have 
a great responsibility in administering wealth. 

Senator Keravver. Senator Wiley, I think your statement has added 
to the clarity of what this hearing is supposed to consider. You have 
very clearly paraphrased the question that all consumers, all house- 
wives, are asking today. I think your statement has contributed much 
to the record and to the understanding of the general problem of what 
the inquiry is about. 

Senator Dirksen? 

Senator Dimxsen. Mr. Chairman, I would just like to ask a question 
or two of you. Exactly what is going to be the scope of the inquiry ? 
Will we get all over the field? Or are we going to limit this inquiry to 
administered-price industries ? 

Senator Wiley brought up this question of farm prices. We may 
become so diffusive and get so far afield as to miss the main thesis we 
have in mind. I would like to have a little clarification on that. 

Senator Keravver. It is our intention, first, with these outstanding 
economists to try to get a general understanding of the problem. Then 
it will be the intent, to the extent that we can with the time and staff 
available—of course, I do not know what may develop as a result of the 
debate that is now going on in the Senate.as to how much time we 
will have for committee hearings—to subsequently take up some of the 
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administered price industries which most directly affect consumer 
prices and the cost of living. 

It will be our intention to call the steel industry to discuss its prob- 
lems. Probably the farm machinery industry and the baking indus- 
try. We also want to go into the problem to the extent that we can, 
of what part labor increases or labor costs contribute to this general 
problem. 

There are a number of other industries which are important. As to 
how many we will be able to get to in the course of the hearings, I 
don’t know. 

Senator Dirxsen, I note in the first paragraph of your statement, 
you mention the Nation’s current No. 1 domestic problem is inflation. 

Are we likely to venture into a field that will be covered by the 
Senate Finance Committee, in the course of the hearing of our 
committee ? 

Senator Kerauver. I don’t think so. We will try to differentiate 
our inquiry from that which the Finance Committee is considering. 
Their inquiry has been in connection with the money inflation pri- 
marily. Ours will deal with prices; price inflation. 

Senator Dirxsen. In addition to the very eminent scholars who 
are listed on page 5 of your statement, there may be other economists, 
of course, who have counterviewpoints, and I am wondering whether 
other economists will be called and whether we shall be at liberty to 
suggest that some of them be called. 

enator Keravuver. I might say that these five gentlemen have been 
chosen because it was felt that they are specialists, first, on the subject 
of administered prices. 

Their testimony as it develops will give an overall basis, middle of 
the road, conservative. They are not selected to give any particular 
viewpoint. They will give an overall viewpoint of the i If, 
after they have testified, any member of the committee wants to sug- 
gest any other economists or specialists to augment or to supplement 
their viewpoints, of course we will hear them. 

Senator Dmxsen. Can the Chair state how long these hearings are 
likely torun? Will they be running into the fall ? 

Senator Kerauver. Yesterday in talking with Mr. Blough, the presi- 
dent of United States Steel—I am sure that this will be true of some 
of the other industries—he said he would like to have a few weeks in 
order to prepare his presentation. 

Senator Winey. I agree to that. We should have a few months. 

Senator Keravuver. As to how long the hearings will last, I would 
think we will have some hearings during this month and during the 
month of August if the Senate is going to be here, or, if we can have 
Members of the Senate here for the purpose of carrying on the hearings. 

Senator Witey. Some midnight hearings? 

Senator Keravuver. That would be all right with me, but I think 
we will have to be guided by how long Members of the Senate are in 
Washington. 

Senator Dirxsen. I assume the Chair will have permission for the 
committee to sit while the Senate is in session on the civil-rights 
controversy ? 

Senator Krravver. I had asked the staff to contact the assistants 
to the Senate leaders to ask permission to sit today. I thought that 
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later on when the Senate started meeting earlier, if the debate gets 
more intense, I assume that objection will be made, but I hope that 
objection will not be made today. We have these 3 witnesses sched- 
uled for today, and I think their testimony will probably take about 
2 hours, and 1 hope we may have a session this afternoon. 

Senator Dirksen. One other question, Mr. Chairman. Is it antici- 
pated that hearings will be held outside of Washington ? 

Senator Kerauver. We have no present plans to hold hearings 
outside of Washington. 

Senator Dirxsen. I have only one comment to make on your state- 
ment. In the main it does raise some very interesting questions. 

On page 3 there is this statement : 

We could hope that our corporate managers would accept the social responsi- 
bility which goes with the possession of power and that they would exercise that 
power with restraint and discretion. 

I could not tell from the choice of words whether that was in the 
nature of a mild reproach on corporate management and their lack 
of social responsibility or if it was so intended. I thought I ought to 
interpose in the record that I believe in the main, while once upon 
a time it could be said that some of our managers had no adequate 
social conscience, I believe today that the corporate managers of the 
country are fully aware of, and I think they exercise an abiding 
sense of social responsibility. 

Senator Keravuver. In that connection, this statement is not put 
there as an indictment or as being critical of corporate management. 
What we want to find out in this hearing is whether corporate man- 
agers generally are going to exercise restraint to hold down this in- 
flationary trend. 

My offhand opinion is that the great majority do want to. There 
are some who take advantage of the situation and raise prices for 
immediate profit unnecessarily. I think the testimony will show in 
some cases that others who do not wish to follow suit in some cases 
have no alternative but to follow suit. That is the particular ques- 
tion I think which will be dealt with at considerable length by Dr. 
Nourse, whose statement I have read. 

Of course, I think this is substantially what President Eisenhower 
said to industry a number of times, expressing the hope that there 
would be responsibility cn the part of corporate managers and also 
on the part of heads of labor organizations to go easy and accept social 
responsibility in holding prices down, as much as possible, to prevent 
inflation. 

This is one of the principal parts of our inquiry: What generally is 
the plan, program, and attitudes of corporate management as to these 
problems. 

Senator Dirxsen. I think that is all, Mr. Chairman, except to utter 
the hope that we can spin out a pattern to make clear to the country, 
and I think make clear to the Congress, the complexity of our economy, 
the millions of economic decisions that are made in every level of the 
market place today which are the real vitality of our whole American 
system, and I hope we can put that in proper focus before we complete 
the inquiry. 

Senator Krerauver. I join the Senator in that hope. I really feel it 
is an inquiry that is going to be of great benefit to the members of 
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the Senate and to the Congress, to industry, labor, and the public 
generally in at least bringing about an appreciation of the problem 
that we are dealing with. 

I do want to reiterate, as I said in the beginning of the statement: 
I think the cost of living, inflation, is a matter that is causing more 
domestic concern than any other problem that we have before us at 
the present time. And I hope that all members of the committee will 
make suggestions as to witnesses or any points of view that ought to be 
expressed, and we will do our best to bring out all points of view as 
fairly as possible. 

Dr. Nourse, will you take the witness stand now ? 

On behalf of the committee, Dr. Nourse, I want to thank you for 
peur appearance today and for the great time and thought that you 

ave put into the preparation of this statement. I know that your 
statement will do much to bring about public understanding of this 
problem. We are very grateful to you for being here. 


TESTIMONY OF EDWIN G. NOURSE, FORMER PRESIDENT OF THE 
AMERICAN ECONOMIC ASSOCIATION, AND FORMER VICE PRESI- 
DENT OF THE BROOKINGS INSTITUTION 


Mr. Nourse. Mr. Chairman and Senators, I assure you it is a pleas- 
ure for me to appear before you. 

Senator Keratver. Before Dr. Nourse starts his statement, I want 
to compliment him upon the two books that he has written which have 
to do directly with this very important subject, one of which I have 
had the privilege of reading. The titles of the books are: “Price 
Making in a Democracy” and “Industrial Price Policies and Economic 
Progress.” They are very thoughtful treatises on this subject, Dr. 
Nourse, and they fit the present situation so aptly that they are very 
current, and could have been written today in the light of our present 
experience. 

Senator Wirxy. We should have some copies around here. 

Senator Keravuver. Do you have some spare copies, Dr. Nourse ? 

Mr. Nourse. I am afraid not. 

(Off the record.) 

Mr, Nourse. As an author it is gratifying to me to find that what I 
wrote 20 years ago still has some timeliness and some interest. 

Since that time, I had the honor to serve as Chairman of the Councjl 
of Economic Advisers, and that office posed for me the same problems 
in a new and somewhat broader context which I have continued to 
study since I retired from the Council of Economic Advisers. I be- 
lieve that the national policy that was there declared is immediately 
pertinent to the subject of this committee’s inquiry. 

In brief, the Employment Act made explicit a positive responsibility 
of the Federal Government to promote sustained high-level use of the 
Nation’s productive resources toward the goal of “maximum employ- 
ment, production, and purchasing power”—that is, real, not dollar, 
consumer purchasing power. 

By declaring this to be “the continuing policy and responsibility of 
the Federal Government,” the Congress incurs an obligation to re- 
examine from time to time the economic institutions or structures that 
it has authorized and the regulatory agencies that it has set up. Such 
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reexamination of our antitrust laws is, as the chairman has stated, the 
purpose of your subcommittee. 

The issue of monopoly and our antitrust legislation may be briefly 
stated thus: Does present Federal legislation, complementing State 
laws and local ordinances, provide the best harness in which the power 
of individual and group enterprise can be applied to maximize total 
production? Does it facilitate the concentration of sufficient economic 
power at the proper places to get greatest progress, and does it deter 
the amassing of economic power in amounts or in places that result 
in sacrificing the good of the total economy to the lust for gain or con- 
trol on the part of certain individuals or organizations? Any combina- 
tion that, in fact, restrains trade nullifies by so much the declared pur- 
pose of the Congress “to promote maximum employment, production, 
and purchasing power.” It is in the context of such an issue that my 
comments are set. 

The specific issue to which this morning’s hearings is addressed is 
“administered prices.” It is my considered opinion that the economic 
institutions and business practices described as administered pricing 
grow naturally and properly out of the conditions of modern indus- 
trialism and that they may be so used as to promote both economic 
growth and business stability vigorously and consistently. 

This position I argued at considerable length in two books that I 

yuublished in 1938 and 1944—Industrial Price Policies and Economic 
Pookie, and Price Making in a Democracy, published by the Brook- 
ings Institution, Washington, D. C. 

But, as matters are currently developing, I am deeply apprehensive 
lest the actual administration of the prices of goods, of commercial 
services, and of labor are impeding or threaten to impede seriously the 
full and continuous use of the Nation’s productive resources toward 
satisfying the needs and wants of consumers. 

You will note that in this statement of the administered price issue 
I have included wages—that is, the price of labor. I am not unmindful 
of the fact that the subcommittee formulation of the matters to which 
its inquiry was to be directed referred only to prices. I see that that 
has been amended in the statement of the chairman this morning. It 
is my belief that the processes of price making and of wage making are 
so intertwined in the modern industrial world that neither can be 
effectively analyzed in isolation from the other. I believe also that the 
phenomenon known as monopolistic competition or as administered 
pricing manifests itself in essentially similar ways and with essen- 
tially similar consequences in the two cases. 

The distinctive feature of an administered price situation is that 
prices, instead of being registered automatically by the interaction of 
supply and demand ‘forces in an open market, are formulated in ex- 
ecutive offices as matters of operating policy or economic planning by 
officials of corporations or unions who, through their control over 
blocks of capital resources or labor resources, have considerable power 
to implement the price schedules they adopt. 

I think that definition is essentially in accord with Dr. Means’ defi- 
nition which the chairman read but adds to it 1 or 2 points which I 
rather think are significant. 

When I speak of their power to implement these schedules, of course, 
there is a certain amount of “give” in both these processes of price 
fixing, since wage contracts are negotiated under collective bargaining 
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and the prices of many consumers’ goods are modified, sometimes sub- 
stantially, by discounts and trade-ins, and net profits of consumers’ 
goods are modified by manipulation of service charges or terms of 
trade. In the naturally monopolistic utility industries, service rates 
are guided or restrained by public-utility commissions or similar regu- 
latory bodies. 

Since writing this passage my attention has been called to a com- 
ment of Edward H. Collins in the New York Times of yesterday. Re- 
ferring to a remark I made before the Citizens National Committee to 
Curb Inflation, this, he claimed— 
implied that a corporation can set the prices of its products at any point it de- 
sires regardless of public opinion, competition, or market resistance, to say in 


effect that in this particular industry at least administered prices is simply 
another term for monopoly prices. 


That is the end of the quote from Mr. Collins in yesterday’s New 
York Times. 

Senator Keravver. Will you explain who Mr. Collins is? 

Mr. Nourss. He is one of their byline writers on their financial page 
where this appeared yesterday. 

To ascribe such a meaning to “administered prices” is, of course, 
utter nonsense, as anyone familiar with Dr. Means’ writings or my own 
or who listened attentively to the opening paragraphs of this testi- 
mony will fully realize. 

I will not challenge Mr. Collins’ awareness that corporations do have 
regard for public opinion, but just how much regard given corpora- 
tions will show toward the public’s concern about inflation in their 
pricing polls during the next year or so still remains to be seen, as also 
how much regard they have for the administration’s admonition of 
self-restraint. Obviously, too, great corporations are regardful of 
competition and consumer resistance, but whether they meet that com- 
petition and overcome that consumer resistance in such ways as to 
maintain volume of operations in the period ahead of us is the very 
point at issue. 

Though even the largest of our corporations is not a monopoly and 
cannot set the price of the product at any point it desires and still 
sell all it wants, business companies have had an extraordinarily free 
hand in setting prices during the strongly inflationary period since 
World War II. What the country wants to see now is how well these 
private administrators are going to meet the sterner demands of a 
period of disinflation. 

The essential point, as I see it from the standpoint of the Employ- 
ment Act with its policy directives of full employment or, better, 
national growth and stability, is that big business and big labor both 
represent concentrations of economic power which may be used to 
restrain national production below practical capacities. 

Deleterious consequences of administered wages or administered 
prices or service rates may take either of two forms: 

(a) They may conduce, separately or jointly, to a process of infla- 
tion or dollar depreciation which, though it may stimulate production 
in the short run, eventualy demoralizes markets, capital formation, 
and investment, and thus checks production and limits consumption. 

(6) If this process of inflation is inhibited from within or pre- 
vented from without, management can protect or seek to protect it- 
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self by maintaining prices at a predetermined profit margin and allow 
volume of operations to bear the brunt of adjustment to whatever con- 
sumer demand exists at that price level. 

Labor organizations, in a similar way, can put a firm price on the 
services of their members and let number of jobs and hours of work 
adjust to that price level. They may partially or completely arrest 
production for a longer or shorter time as a means of securing buyer 
acceptance of their price formula. 

Use of these powers of price administration was suspended during 
the period of war controls. From 1946 forward they have been 
freely exercised by both parties, but the consequence has been an in- 
flationary spiral rather than any general curtailment of production. 

It may be, as some economists contend, that this wage-price, price- 
wage “leapfrogging” constitutes a pattern of “rolling adjustment” to 
inherent strains in a free-enterprise economy that is economically 
sound and compatible with an objective of national growth and sta- 
bility. It has long been recognized that the industrial revolution first 
brought big business, and then by counter-revolution brought big 
labor. Hopefully, this would produce a system of checks and bal- 
ances that would trend constantly toward economic equilibrium and 
be an acceptable modern substitute for the unseen hand of Adam 
Smith’s day. 

To achieve this beatific state, it is argued, our institutions must 
provide “equality of bargaining power” between labor and manage- 
ment. This is a theoretically sound proposal, but one most elusive 
in practice. A prominent Harvard professor has presented an ambi- 
tious and superficially plausible argument that reconcilement of the 
two major groups interests with the national welfare is in fact achieved 
by virtue of their “countervailing power.” A careful reading of the 
fine print in his brief, however, will reveal the fact that he does not 
really expect the use of either brute force or sweet reason to bring 
these opposing interests to countervail at the point of optimum ad- 
justment for the economy. He expects big government ultimately to 
countervail with corrective or relief measures when the immediate 
parties at interest fail to resolve their differences. 

Now I assume that this committee has no thought that the Congress 
should thus preside over the liquidation of the private-enterprise 
system. Rather it is seeking better understanding of how the attain- 
ment of the declared purpose of the Employment Act to make “free 
competitive enterprise”—which is a declaration of policies in the Em- 
ployment Act—to make “free competitive enterprise” produce maxi- 
mum employment, production, and purchasing power is promoted or 
obstructed. 

In other words, it is asking: Is Federal legislation called for to make 
such administered pricing as is inevitable in modern industrialism 
work as close as possible to the inherent productive capacities of our 
national resources ? 

In a sense, the expression “administered prices,” though accurate 
and vividly descriptive, carries a faulty emphasis. To speak of “ad- 
ministered resources” might better point the issue as to the effect of 
concentrated power. It would focus attention on the fact that giant 
corporations are making administrative decisions that activate or 
withhold the use of the economy’s capital plant or funds and that 
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massive labor unions set “withholding prices” on large and strategic 
blocks of the Nation’s labor supply. Let us visualize the impact of this 
centralized private administration of resources in a large and highly 
strategic area in our industrial system. 

The United Automobile Workers, with effective control of the labor 
supply in its sector, has already declared an intention of demanding 
next year that the present 5-day wage—with a little fringe on top— 
be paid for 4 days’ work in future. In fact, when I checked back to 
the statement made by the Automobile Workers, I found that they 
went a little farther than this, saying “we are not going to fight for 
the shorter week with the same take-home pay” but for an increase 
of take-home pay, not merely the remote benefit of fringes as ordi- 
narily interpreted. 

Is this application of administered pricing of labor compatible with 
maximum production and purchasing power, or with Mr. Reuther’s 
inspiring philosophy of “America learning to distribute abundance”? 

The enunciation of such a policy in the present equivocal state of the 
autoniotive industry at least raises the question: What power shall be 
allowed this organization to enforce an administrative formula for 
labor’s participation, what consequences on the economy will follow, 
and what responsibilities devolve on the Government to head off any 
harmful consequences, remedy them, or assume their burden ? 

I would like to call your attention to the way I have phrased that 
sentence because it is a tenet of a good deal of the so-called new econom- 
ic thinking, that we need not be particularly concerned with the man- 
ner in which prices and wages are administered or with their con- 
sequences because, through fiscal and monetary policies, the Govern- 
ment will maintain the desired high level of resource use and of 
stability, and that it will assume that responsibility regardless of what 
is done in the actual operation of the enterprise system. 

In this same industrial area, that is, the automotive industry, so vital 
to our whole economy, we may ask also what has been the impact on 
the economy of the motor companies’ administration of the resources 
which it employs. Was it responsible administration from the stand- 
point of the economy to load nickel and chrome and other materials 
still in scarce supply and lavish labor on ever larger and more luxurious 
cars, of excessive power and gas consumption, which made obsolete 
our private garages and city parking meters, and required heavy 
municipal expense for street widening whilst extension of water and 
sewer lines lagged, slum clearance was deferred, and taxes soared ? 
Of course, this kind of free wheeling business enterprise helped to keep 
the boom rolling, but on the basis of credit expansion and inflationary 
deterioration of the dollar which put strains on the rest of the economy. 

I have neither the desire nor the competence to try to prove a case for 
or against any specific action in the automotive industry or in steel, 
petroleum, or others that are of active public concern today. Other 
witnesses, I am sure, will present you with specific evidence to show 
at what points, when, and in what manner administrative power to 
restrict or to misdirect the use of the Nation’s resources has been, or is 
being, exercised. They will no doubt present statistical estimates of 
the impact of such practices—for harm or for good—on the economy. 

But before entering that realm of highly technical analysis, I wish 
to indulge the prerogative of my advancing years in laying before 
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you a few points of broad economic philosophy to which my varied 
experience has brought me. 

First, a free economy is not a precision instrument, with narrow 
tolerances, and unquestionable external control. It is a loose combi- 
nation of working parts, with wide tolerance of different and even 
inconsistent ways of functioning and subject to conditioning rather 
than control from the outside—that i is, society—and to power drives, 
insubordination, and compromise from within. 

Economics does not furnish us means of physical measurement, 
mathematical deduction, laboratory experiment, and pilot-plant dem- 
onstration comparable to those of science and engineering. We still 
have to rely to a large extent on pragmatic tests and popular value 
judgments. We await the revelation of os defects in practical 
operation to point the direction of reform and get acceptance of needed 
change. 

Personally, I do not subscribe to the view that, under the divergent 
but roughly or partially countervailing impact of administered prices 
and administered wages, we have effected a rolling adjustment to a 
state of continuous dynamic equilibrium and stabilized prosperity. I 
feel rather that we are just coming to the real testing time with refer- 
ence to the quality of administration on both sides. I believe the 
timing of your committee’s investig ration is admirable in that enough 
of a record has been made in these 11 postwar years 80 that trends 
and causations can be fruitfully studied, and you are “on the job” 
when, or a little before, the time that significant conclusions can be 
drawn. As prudent men we should not take hasty steps to alter an 
institutional system so deeply grounded in our traditions and so suc- 
cessful in meeting immediate postwar demands and opportunities. 

At the same time we should not be tardy in taking well-considered 
steps toward correcting such deep-lying or slowly developed short- 
comings as time has revealed in our modern system of free but highly 
organized industrialism. We are now confronted with the pressing 
problem of seeing to it that big business does not become managerial 
domination, that big labor does not become union dictation, and that 
big government does not become authoritarianism. 

‘Second, the philosophy of free enterprise is based on the effective- 
nes of real competition among a reasonable number of units of busi- 
ness enterprise as the road both to producer efficiency and to consumer 
satisfaction. In many statutes from the Sherman Act to the E mploy- 
ment Act the Congress has reaffirmed this principle of free competi- 
tive enterprise, but some ambiguity has crept in as to the area of its 
applicability. Specifically, there have been attempts to claim im- 
munity of farm and labor organizations from the antitrust or pro- 
competitive principle. The legislative history of the Sherman Act 
records a proposal for such immunity, but the amendment was defi- 
nitely rejected by the Congress. (See Nourse, FE. G.,. the Legal Status 
of Agricultural Cooperation, pp. 244 ff.) 

Subsequently, steps have been taken to tailor the antitrust principle 
to the distinctive situations in the three major areas—business, labor. 
and agriculture. The Federal Trade Commission Act reinforced 
the Sherman Act, but various price-maintenance laws have conferred 
partial immunities. The Capper-Volstead Act did not grant exemp- 
tion to agricultural cooperatives but outlined a special factfinding 


~ 


95009—57—pt. 1——2 





14 ADMINISTERED PRICES 





procedure under the “rule of reason.” The Taft-Hartley amendment 
of the Wagner Act similarly attempts to tailor the regulatory prin- 
ciple to the complex situations of price administration in the labor 
market. Unions strenuously demanded repeal of this law in the 
hope that thus and through various court decisions they would es- 
tablish their immunity from the antitrust principle. A great pain 
has recently been recorded through widespread abandonment of the 
crusade for repeal and at least partial acceptance of the socially and 
economically superior course of continuous amendment in the light of 
unfolding experience. 

I believe it to be highly important at the present juncture to have a 
reaffirmation by the Congress and to secure acceptance by the business 
community of the fundamental principle that no tnlividos! or organ- 
ized interest in the economy shall be exempt from the power and re- 
sponsibility of the Government to defend and support free competi- 
tive enterprise among all economic groups—that Taft-Hartley, Cap- 
per-Volstead, and all similar regulatory statutes shall be interpreted 
and administered within the ambit of the antitrust principle. 

Third, competitive business enterprise is not like a track race or field 
event in which participants are uninhibited and uncontrolled, and one 
contestant defeats all the others. It is highly organized team en- 
deavor in which total success is promoted by having related functions 
carried out by specialized performers, who articulate their actions to a 
common purpose. The “grandstand player” has to be disciplined or 
removed. Free economic enterprise does not mean freedom of the 
strong and ruthless to oppress the weak or to exploit the society. 

We are hearing much today about “economic statesmanship” and 
group “self-restraint.” I myself began to use those phrases 20 years 
ago, and they may be found in many of the early Economic Reports 
of the President. These words have been repeatedly used by President 
Eisenhower recently, from his state of the Union message in January 
to his latest press conference. They emphasize the fact that you can- 
not devise large-scale business structures or formulate operative rules 
that make a free enterprise system “foolproof” any more than 250- 
horsepower automobiles can be made even reasonably safe without in- 
telligent and socially responsible drivers, signal lights, and traffic 
cops. There is inherent incompatibility between Government accept- 
ing responsibility for maintaining full employment and stable pros- 
perity and large units of business administration accepting no respon- 
sibility for making their administrative policies and practices con- 
duce to maximum productivity of the economy. 

Approaching the problem of administered prices in terms of eco- 
nomic sophistication and business mores has been widely ridiculed as 
the “jawbone attack” in an age of nuclear weapons. It seems signifi- 
cant, however, that both management and labor are defending their 
respective administrative practices as being “good for the economy.” 
Both sides show a messianic zeal to save the country their way. But 
the real test is already upon us in the issue whether the struggle be- 
tween them, or, as sometimes suggested, their “collusion against the 
consumer” will entail an inflationary breakdown or such use of mone- 
try restraint as would trigger recession. 

That, I think, is the issue before the country right now. If recession 
does get underway, we shall then see how far management’s philosophy 
of administration includes a concept of short-term “profitless pros- 
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erity” or the averaging of lush years, which they have enjoyed, with 
ean years in the interest of maintaining volume of production. We 
shall be able to learn something also of whether the unions’ philosophy 
of administering the labor resource requires that wage escalation go 
forward while jobs shrink or that. they, too, must make a positive 
contribution to the maintenance of productive activity by such cur- 
rent adjustments as can be negotiated. 

Fourth and last, I believe that the pen is, in fact, mightier than the 
sword and that economic sophistication’is gradually superseding the 
class war. The hearings that your committee has inaugurated should 
prove a valuable seminar for presentation of the facts of our complex 
price process and for examination of the reasoning of outstanding 
business executives, labor officials, and professional economists of 
many schools of thought as to how the process actually operates and 
may be most soundly guided. 

There will no doubt be much special pleading in these hearings but 
there will be very little opportunity to get away from a common basis 
of fact from which analysis is to proceed, which has been the bane of 
much of these discussions in the past. The Joint Economic Committee, 
more than a year ago, instructed its staff to assemble the available data 
on prices, profits, wages, and related matters. Their report, released 
last Friday, is a voluminous document and an admirable piece of work. 
It should prove a timely contribution to your studies. 

I commend to your attention particularly the caveats it notes both 
as to the statistical difficulties of measurement and the dangers of over- 
simplifying or particularizing economic analysis in this area. Par- 
tisan witnesses before you will try to draw sweeping conclusions from 
such specific relationships as wage rates and estimated productivity 
in a narrow situation over a short period of arbitrarily chosen time 
span. Such correlations will be meaningless or misleading unless 
they can be set in properly wide context of the firm, the industry, and 
the economy. 

A great service may be rendered by your committee and by the Joint 
Economic Committee, and others. As Senator Dirksen, I think it 
was, pointed out, there are several committees that have different ap- 
proaches to this kind of problem, and you want to see that duplication 
is avoided as much as possible but that they be complementary to each 
other. These committees are in a position to let the blessed sunshine 
of education into a field where both ignorance and bias have been 
rampant, 

I derive considerable reassurance from the fact that the labor unions 
have invited, indeed demanded, a full airing of the issues of wage ad- 
ministration and price administration as they are currently express- 
ing themselves. I believe the unions are honestly convinced of the 
beneficence for the economy of their course of administering the labor 
resource and they have given competent professional study to the 
development of their theory and practice. It is beside the point that 
I personally regard them as misguided on some issues and inconsistent 
on others. 

It is equally plain that many business executives and business or- 
ganizations are no less sincere in the belief that their defense of the 
prerogatives of management and their conservation and enlargement 
of the Nation’s capital resource through their price administration 
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are in the public interest. I suspect, though, that they will have some 
embarrassing times in maintaining that argument in specific instances 
that will quite certainly be brought before you. 

Both approaches to the fruitful administration of our economic 
resources are complicated by the political structure of the union and 
the feudal taint in intercorporation relationships that frequently 
cause constructive competition to degenerate into destructive rivalry. 
When the prime consideration among 4 or 5 unions is to be at the 
head of the wage procession, and between 2 towering motor com- 
panies to be first in the medium price field or to have the fullest 
full line, the public interest is bound to suffer. When your com- 
mittee draws its investigation to a close in terms of recommendations, 
I think this issue may claim your thought. 

Senator Keravver. Dr. Nourse, we are indebted to you for a 
thoughtful and provoking statement, aside from whether we fully un- 
derstand it or not. It certainly expresses opinions, philosophy, and 
ideas which deserve and shall have consideration by members of this 
subcommittee. 

I have two questions, and then I will pass to Senator Wiley and 
Senator Dirksen. 

Is it correct to conclude, Dr. Nourse, that you do not feel that com- 
plete reliance on monetary and fiscal policies is sufficient to deal with 
the type of inflation which exists today ? 

Mr. Nourse. I think that is being demonstrated right before us. 
1 feel that they are complementary. It is important that they do not 
aggravate a situation or that they ameliorate a situation so far as pos- 
sible, but not that we can rely upon them alone. In fact I would go so 
far as to say I think our prime concern is in these relations of the 
market. 

Senator Keravuver. Your prime concern is what? 

Mr. Nourse. In these relations established in the market—in other 
words, the way prices, wages, and resources are administered there. 

Senator Krerauver. So that monetary and fiscal policies or measures 
are not alone, by any means, sufficient to deal with the type of problem 
we have today, in your opinion ? 

Mr. Nourse. Not in my judgment. If they were applied to the ex- 
tent necessary to be fully effective in a situation such as ours, I think 
that what you would do would be to precipitate or aggravate a reces- 
sion rather than solve the basic problem. 

Senator Kerauver. You referred in a statement somewhere to the 
great need of industrial statesmanship. 

Mr. Nourse. Industrial and labor statesmanship. 

Senator Krerauver. What are the hallmarks, what are the criteria, 
of industrial and labor statesmanship? How do we recognize them? 

Mr. Nourse. I think that I would put the distinctive feature there 
as to whether the pursuit of immediate and short-run desires or objec- 
tives of the organization is interpreted as understandinglv as possible 
in terms of the impact on the economy, and to put the welfare of the 
economy in the long run and over the broad picture as superior to the 
short run immediate gain of the individual or group. 

Senator Keravuver. Then I understand you would think about things 
not just for a year or 2 years but over a long period 

Mr. Nourse. Yes. 
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Senator Kerauver. You would advocate lowering prices as much 
as possible and expanding production rather than constricting produc- 
tion and increasing prices? 

Mr. Noursg. I think two questions are important there: one, that 
labor statesmanship should so adjust itself as to maintain the level 
of activity rather than to get an impasse between the parties and in- 
terrupt activity, 

The second principle would be that statesmanship in pricing would 
imply a wide distribution of the benefits of our productivity, improv- 
ing technology, and so forth, rather than trying to concentrate these 
benefits on particular groups or organizations. 

Senator Rocca Senator Wiley ? 

Senator Witry. Dr. Nourse, I am going to get down to a few actual 
situations. We have over 14 million people in this country who are 
over 65 years of age, many of whom are in the classes that I have 
enumerated heretofore, who find that their dollar does not do the 
job that they had planned in their earlier years that it would do. 
That. is entirely due to the fact. that the dollar, whoever is to blame, 
has been depreciated in its purchasing power. 

Have you any suggestions how to keep that dollar where it is now? 

Mr. Nourse. Yes; quite definitely. To abate the dollar race as you 
might use this expression as a parallel to the arms race. This leap- 
frogging process which we have at the present time is self-defeating 
even as to the individuals that promote it. Mr. Reuther, for example 
has complained that following this process they find that their nomina 
gains are “paid in wooden nickels.” 

In other words, the consequence of the depreciation of the dollar 
which is brought about by the aggravation of inflation comes home 
to roost, but it comes home to roost much more harshly on the older 
people, as you were speaking of, and on even other parts of the labor 
group who are not in as strongly organized or as strategic a position 
as the automobile workers. He himself calls attention to the sel f- 
defeating character of that process. 

It seems to me that the growing economic sophistication that I was 
talking about should be effective in dealing with the process at this 
juncture as these consequences are now becoming so apparent. 

Senator Writer. I don’t know whether I understood the answer or 
not. I will reread it and see if it has a panacea. 

Mr. Noursr. No; I don’t think that anyone has a panacea or that 
anyone should expect a panacea for this illness, but there are methods 
of treatment, approaches to the problem of health which I think are 
fairly obvious. 

Senator Witey. When we find a situation, let’s get your plain Anglo- 
Saxon reaction, where prices for steel] are raised $6 a ton, what is 
the impact upon the purchasing power of those 14 million I am talking 
about, and the rest of us? 

Mr. Noursr. I cannot avoid the conclusion that it would be an unde- 
sirable impact. 

Senator Writer. A what? 

Mr. Nourse. That it would be an undesirable impact. It would 
contribute to the inflationary process which is already under way, 
rather than abate it. 

Now I made a comment at a press conference a while back that was 
picked up in the papers, that there was an awareness of public opin- 








18 ADMINISTERED PRICES 


ion, there was a trace of deference to that point of view in that in 

the steel industry, which had been reported as contemplating increases 

$12 or $14 or something like that a ton, had actually come out with 
>a ton. 

Now there are certain people in the steel industry who are bein 
quoted in the trade press today as saying that that was not hi fi 
enough. They are objecting to the measure of statesmanship that the 
$6 raise instead of a $14 raise manifested. But I think even any in- 
crease at this time—— 

Senator Wirey: I think you have answered the question very 
clearly that it will have a detrimental effect. 

If you were sitting at this side of the table, what do you think 
would be your responsibility ? 

Mr. Nourse. Certainly not to have a positive control over price and 
wage making in the steel industry. That was undertaken a time back, 
but I think with very undesirable consequences. I hope that we will 
not repeat it. Mr. Eisenhower has expressed a great reluctance to 
take such a step, or a great hope that the situation will not develop 
to the point where there would be an insistent demand for price 
control. 

As I said, I think it is putting emphasis on the educational proc- 
ess, first of getting the best analysis of what the needs of the several 
parties are, what the impact of a given action is, and to bring the 
weight of public opinion to bear on those who make the decisions. 

Senator Wirey. You have asked some pretty good questions your- 
self in this statement. I am going to repeat them and see if I can get 
a definite answer. Does present Federal legislation, complementing 
State laws and local ordinances, provide the best harness—I like that 
word “harness”—in which the power of individuals and group enter- 
prise can be applied to maximize total production? And let me add, 
and protect the right of the consumer ? 

Mr. Nourse. If we maintain maximum production, the consumer 
will get it. We won’t go on producing andl piling it up. We won't 
continue production unless the consumer is getting the benefits of it 
widely, so I regard the two as synonymous. 

No; I don’t think that we, as we are of our system, think that 
at the present time it does produce a perfect or the best conceivable 
harness. As I said, it has been good enough, so we have produced re- 
sults which are a credit to us and an envy to other countries, but we 
are now facing a difficulty. We have gone through a rather easy 
period in which we have taken the easy inflationary sort of solutions. 
Now we have to face one either of running the risks of inflation getting 
out of hand, or accepting a noninflationary settlement of these 
problems. 

Senator Witry. Then you mean that it provides a harness but it is 
not the best harness ? 

Mr. Nourse. Right. 

Senator Wixry. All right; now let me go on. 

Does Federal legislation facilitate the concentration of sufficient 
economic power at the proper places to get greatest progress, and does 
it deter the amassing of economic power in amounts or in places that 
result in sacrificing the good of the total economy to the lust for gain 
or control on the part of certain individuals or organizations ? 
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That is your question, so I ask you, Does Federal legislation do that? 

Mr. Nourse. Yes; I think Federal legislation does make possible 
the amassing of the power which is necessary, and I would not expect 
that we are going to turn the clock back and atomize power on either 
the corporation or the labor side. 

I have said repeatedly through years that our problem is to make 
big business and big labor operate with each other effectively to pro- 
duce as little of a problem of regulation as possible for big 
government. 

Senator Wixery. Just one other question in relation to these two 
matters. Have you given any thought to suggesting to this committee 
any legislation that might be beneficially suplementary to present 
legislation ? 

Mr. Nourse. No, sir. I think that it would be premature at the 
initiation of the investigation for me, or presumptuous for me, to sug- 
gest remedies. 

I have stated just one positive principle in my testimony. That I 
place reliance on the maintenance of a truly competitive situation, 
and I would like to see a clear reaffirmation ‘i the Congress that no 
party—farm, labor, or business—shall be exempt from that antitrust 
principle or, as I prefer to call it, the procompetition principle. That 
is the one positive position that I have taken, other than saying that 
we are at a stage when investigation is called for. 

Senator Witey. Then if I get your answer, for the time being, until 
further facts are developed, it is your opinion that the present status 
of the law provides the best remedy to meet the situation head on at 
this time. That coupled with education of the personal responsibility 
of those who handle big wealth or handle power; is that right? 

Mr. Nourse. Yes, sir. 

Senator Wirey. That is all, Mr. Chairman. 

Senator Kerauver. Senator Dirksen ? 

Senator Dirxsen. Dr. Nourse, I suppose so many of our troubles 
develop over the fact that we have div ergent ideas about the use of 
terms? 

Mr. Nourse. Yes. 

Senator Dirksen. No. 1: Do you accept Dr. Means’ definition of 
administered price ¢ 

Senator Kefauver referred to it in his statement as having been in- 
vented 22 years ago as a price that is set and remains rigid for a longer 
or a shorter period of time, and that sales are consummated under that 
rigid price. 

Mr. Nourse. I think that in my own definition the point that I 
made, while in general agreement with Dr. Means on this, I think 
that I was a little bothered by the expression “price set and main- 
tained” which you used there, quoted from him. 

It was for that reason that I elaborated the amount of “give,” the 
amount of “play,” that there is in our system. But it does give a 
considerable power to formulate a price and implement it, although 
with play, and I think that probably when you question Dr. Means 
you will find that he recognizes that, and that to talk of it as a set 

rice is a stronger interpretation than he intended to place on it, but 
don’t want to speak for him. 

Senator Dirxsen. I would just like to get the right idea in mind, 
that it is a set price and is maintained for a longer or a shorter period 
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of time, and may be changed, subject, of course, to certain market 
conditions or the impact of sales. 

Mr. Nourse. The essential point there is that they can maintain a 
predetermined price by restricting production in both cases. That is 
the essential point. 

Senator Dirksen. Did that enter into Dr. Means’ definition of the 
price? 

Mr. Nourse. I think you will have to ask him that. I don’t recall 
the phraseology so precisely. 

Senator Dirksen. Just looking at his statement: 
for administered prices the price is rigid at least for a period of time and sales 
fluctuate with the demand at the rigid price. 

Mr. Nourse. Yes. 

_ Senator Dirksen. You won’t find it in your statement. It is quoted 
in Senator Kefauver’s opening statement, page 2, at the top of the page. 

Mr. Nourse. Exactly so; but in mine I think you will find, if I 
may use the expression, a more discriminating statement of the amount 
of flexibility. There is some latitude, in spite of the fact that there 
are outside limits within which the corporation or the union has con- 
siderable discretion and power. 

Senator Dirksen. In your statement you said that administered 
prices grow naturally and properly ? 

Mr. Nourss. Yes, sir. 

Senator Dirksen. Out of the conditions of modern industrialism ? 

Mr. Noursg. Yes, sir. 

Senator Dirksen. And I think in one other part of your statement 
you speak of them as inevitable ? 

Mr. Nourse. Yes, sir. 

Senator Dirksen. You regard administered prices as an inevitable 
concomitant of our industrial setup ? 

Mr. Nourse. I do. 

Senator Dmxksen. Could you actually operate an industry like the 
automobile industry without administered prices? 

Mr. Nourse. I don’t see how you could. 

Senator Dirksen. I am just wondering. I am asking for informa- 
tion. How could it be done? 

Mr. Nourse. All I can say is that I cannot see any manner in which 
it could be done. 

Senator Dirksen. What other industries come to your mind where 
administered prices would be almost an inevitable part of the enter- 
prise ? 

Mr. Nourse. Steel: petroleum. 

Senator Dirksen. Petroleum ¢ 

Mr. Nourse. Those are outstanding cases. 

Senator Dirksen. Harvesting machines ? 

Mr. Nourse. Yes; I would say there was considerable power of ad- 
ministration. 

Senator Dirxsen. Or heavy duty machinery ? 

Mr. Novrss. Pretty widely through the industrial field, in differ- 
ing degrees, of course, stronger in some places and not so strong in 
others. 

Senator Dirksen. Now, as distinguished from an administered 
price, what is your definition of a market price? 
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Mr. Nourss. A market price is one in which there are a very large 
number of units so that the attempt to implement a price by control 
of supply would not be effective by any of the parties there. They 
have to take the price as the market develops and decide whether or 
not they will go on in business. 

Senator Dirksen. And those you find essentially in the nondurable 
consumer-goods class where you have many operating and manufac- 
turing units? 

Mr. Nourse. Yes. Take, for instance, in the textile field, im the 
clothing field, and the like, we come closer to that situation, but as 
Senator Wiley suggested, agriculture is the great stronghold of com- 
petitive pricing. 

Senator Dirksen. Is an admimistered price necessarily a monopo- 
listic price ? 

Mr. Novurssr. It is monopolistic in the sense that one has an area of 
power, of discretion and power. 

It is not monopoly. Monopolistic means that it has some power 
over the making of price. 

Senator Dirksen. Let’s take 4 or 5 units in the motor industry. 
Each one sets its price and it may run at that price level for quite 
some time. 

Mr. Nourse. Although with a considerable amount of give through 
the dealer system, or even as between manufacturer and the holders of 
franchises, 

Senator Dirksen. But as between the different units, it is not mo- 
nopolistic in the sense that each one throws his product out on the 
market and says “Here is the price, here is a car for $4,000, here is 
another one for $3,800, here is one for $4,200.” 

Can it be said, even ‘though all of those are administered prices, that 
it is essentially monopolistic or monopolistic at all ? 

Mr. Nourse. Monopolistic at all, yes; that is to say, each of the com- 
panies now is deciding whether it will hold to the price basis that 
it established at the time that the model was introduced, and month by 
month they are adjusting supply to what the market will take at 
that price, and that is the essence of the administered price situation. 

Senator Dirksen. You see, I am afraid in all this we will get lost 
in this semantic machinery, and I have got to have clearly in mind 

Mr. Nourse. And that it is not complete monopoly is obvious be- 
cause you do have a measure of what I call competition among the 
giants under such oligopoly, the percentage of the business which 
goes to General Motors, to Ford, and to Chrysler has changed mate- 
rially this year under the pricing and styling policies that they have 
each followed. 

Senator Drrxsen. I see you have devoted a good deal of time in 
your manuscript to this question of wages, and at this point I want 
to ask our chairman whether he proposes to go into the question of 
administered wages or administered prices for labor. 

Ts that going to be a part of the undertaking? 

Senator Krrauver. Yes; we expect that to be a part of our inquiry. 
The extent we can go into the situations will depend upon the re- 
sources of our committee and the time we have. That will be a part 
of our inquiry. 

Senator Dirksen. The pattern, I take it, has not yet been laid out 
nor have tentative witnesses been agreed upon? 
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Senator Keravuver. We have not decided on our witnesses. We have 
thought about different ones. 

Senator Dirksen. Now, Dr. Nourse, I have to ask you a slightly em- 
barrassing question perhaps. You know this steel increase has been 
bruited around a good deal, but I understand you made a statement re- 
cently, and I don’t know whether it was at that anti-inflation luncheon 
that I was pg to attend when you were there or not. I could not 
get away at the time. But Mr. Dixon J. Preston, of Scripps-Howard, 
put you in quotation marks as follows: 

The problem is one of price-wage policy on the part of leaders of industry and 


labor. They must exercise restraint. It is their long-range interest to check 
inflation now. 


This following is not in quotation marks: 


As an example, Dr. Nourse suggested that the steel industry might increase 
prices by only $6 a ton instead of the $12 to $14 it is considering, and he urged 
labor “to moderate the wage demands.” 

That has been rather roundly discussed, and I know the industry 
has been flayed for its price increase. 

Did you suggest that a $6 increase would be about right ? 

Mr. Nourse. No; that is a misstatement. It happened that that 
figure had just come out in the press at that time. The grapevine said 
that the price leader was going to make it $6. I said, if so that would 
mean a recognition of a certain measure of restraint as compared 
with the prices that were being talked about, and which subsequently 
have been defended at the higher level by some members of the steel 
industry, so someone there did exercise a measure of restraint. Whether 
it was enough or not, that is a rather delicate question. 

Senator Dirksen. Then properly qualified, that statement according 
to you should have been that, if they were going to raise prices, in- 
stead of raising them $12 they should raise them only $6 or 50 percent, 
and that any demands of labor should be consonant, of course, with 
that 50-percent increase rather than the 100-percent increase ? 

Mr. Nourss. No; I did not suggest such a limit or comparison. I 
said, here is a case of price administration which shows some measure 
of restraint, some deference to the admonition of the President and the 
like, and I said it is to be hoped that labor in its demands will show 
equal or greater restraint. 

Senator Dirksen. You believe, of course, that voluntary restraints 
will lick this incipient problem of inflation, if it can be called 


neg rent 2 
ou are definitely against controls? 

Mr. Nourse. Definitely against what ? 

Senator Dirksen. Controls? 

Mr. Nourss. Absolutely. 

Senator Dirksen. Economic controls? 

Mr. Nourse. Absolutely. 

Senator Dirxsen. So that we have to find the answer either in such 
ary as are available to the Treasury and the Federal Reserve 
Board—— 

Mr. Nourse. I should perhaps correct that. I am unalterably 
opposed to wage or price controls in peacetime. 

Senator Dirksen. Yes; that was my question. 
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Mr. Nourse. Now the restraints of fiscal policy and monetary 
policy both are important and complementary to what we accomplish 
in the market area. But they cannot be accepted as a substitute for it. 

Senator Dirksen. Assuming that we continue on this course of 
creeping inflation, and I think Dr. Schlicter said, and he will have to 
correct me if this is not right, it was not too unhealthy if it came at the 
rate of about 3 percent a year—is that substantially correct? 

Mr. Nourse. That overlooks one thing in my judgment that is im- 
portant. Or it makes one assumption that has not been proved. It 
says if we have an increase of 2 to 3 percent a year and keep it from 
retting out of hand, then that kind of inflation as a way of economic 

a err and stimulating. But what I turned attention to is 
t e Sy 2? 

It has been pointed out from the spokesmen of the Federal Reserve 
Board that a continuous increase of 2 percent a year compounded an- 
nually means the depreciation in the purchasing power of the dollar 
by about one-half in a generation. 

Perhaps we could live with that, as against the alternatives, and 
Schlicter puts it just that way. He says that is a better course be- 
tween two unsatisfactory alternatives, that is better that we have a 
moderate inflation than to have a lower rate of employment. 

Senator Dirksen. So that on that progressive basis, it would not 
finally swallow up the whole dollar ? 

Mr. Nourse. Well, no, it never would swallow up the whole dollar. 
It would be a continuous process of depreciation from a new base 
each time. 

Senator Dmxksen. Of course, I think it would in terms of the prob- 
lem the teacher assigned to Johnnie. She said, “A cat fell in a well a 
hundred feet deep, and for every foot it climbed up it fell back 2 feet. 
When would the cat get out of the well?” And after an hour’s time 
Johnnie said, “Teacher, if you give me another slate and about 2 more 
slate pencils, I think within the next 30 minutes I can land that cat in 
Hell.” 

I wonder if that is the way it will finally work out. 

Mr. Nourse. I belong to that school of economists who fundamen- 
tally dislike the inequities that grow out of a period of continuous 
inflation of that sort, and who also are apprehensive as to whether 
over the long period of time that would make as workable an economic 
system as one in which we do, by restraint, keep to an approximately 
stable dollar. 

Senator Dirksen. I don’t know how far we are going to get, of 
course, in our excursions into this field of administered prices, but I 
do know that everybody in the country is hipped on the idea of infla- 
tion, and I am glad the chairman put that in the first paragraph of 
his statement. 

Tn this article from which I quoted a moment ago, you indicated 
that there were four danger signs, and I think I ought to make just 
a little inquiry about it. The first one was about the stock market 
rise and whether or not it was-an indication of a hedge against more 
inflation in the minds of people. 

Aircraft and steels were very strong yesterday and there was a rather 
buoyant market. Ts that good or is that bad from your standpoint and 
from this danger sign that you set out in this statement ? 
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Mr. Nourse. I don’t want to be in the position of bemg a market 
dopester. 

Senator Dirksen. I am not going to play the market on the basis 
of what you say. 

Mr. Nourse. On the other hand it has been hard to explain the re- 
cent advance in the stock market in terms of reasonably foreseeable 
profitmaking prospects. 

Those who are dopesters on the market are inclined to at least ad- 
vance the hypothesis that this is a hedge against inflation. 

I would say that in the history of things of this sort, when people 
begin to hedge against inflation, that is the first step in the flight from 
the dollar which triggers off an inflation which is no longer creeping, 
but as I said in that speech, is up on its hind legs and is taking us 
places. 

Senator Dirksen. Now the question, Dr. Nourse, is this: What is 
the impact of administered prices on a strong market, an almost infla- 
tionary market? Is there a relationship, and if so, what is that rela- 
tionship ¢ 

Mr. Nourse. Well, insofar as price administration as is claimed 
takes wage adjustment in its stride and administers prices to a still 
wider margin, that may become a psychological factor in the increase 
of stock prices, the public’s estimate of the earning prospect of equi- 
ties. If on the other hand they are absorbing it and accepting nar- 
rower margins, then you would have quite the opposite effect. 

Senator Dirksen. Your second cautionary note was if the steel in- 
dustry decides on a $14-a-ton increase. Evidently they did not, so you 
believe that is rather wholesome, all in all ? 

Mr. Novursg. It points in the right direction; whether far enough 
is another question. 

Senator Dirksen. And gives a certain sense of comfort, I suppose ? 

Mr. Nourse. Yes. 

Senator Dirksen. Then your third cautionary note was if labor 
counters with extreme wage demands. 

Those, of course, have not come to my attention, but I would assume 
normally 

Mr. Nourse. I did mention one in my paper which causes me definite 
concern. 

Senator Keravuver. Tell us what it was, 

Mr. Nourser. I don’t like to call names, but Mr. Reuther has put 
himself on record as saying a 4-day week, not merely with the present 
5-day wages but with an increase in take-home pay. That would 
amount to more than a 25-percent increase in the labor cost in that 
industry. 

Senator Dirksen. Of course, its impact upon the price of the prod- 
uct would be inevitable; would it not? 

Mr. Noursr. Management itself says that such a thing has to be. 

Senator Dirxsen. I think that is self-evident. 

Mr. Nourse. Yes. 

Senator Dirxsen. The last item is—and, of course, this will be 
interesting to a great many people—if agriculture will not. take a 
downward movement, now being urged by Agriculture Secretary Ezra 
Taft Benson, in Government support levels. Have you any further 
comment to make on that? 
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Mr. Nourse. No further comment on that except that I think our 
agricultural policy is only belatedly accepting the idea that you must, 
for the basic commodities that have been supported and have been 
accumulating such large carryover stocks, you must get back to a 
market basis to be on a wholesome level. You cannot do that over- 


night. 

Benstor Dirksen. You see Secretary Benson has been cuffed and 
scolded and reprimanded on occasions. The President has been asked 
to fire him. Members of the House and the Senate have inveighed 
against him that he took a position and an attitude that was not in the 
mterest of American agriculture and the American farmer, and yet 
in the statement that he made and submitted to the chairman of the 
Senate Agricultural Committee, he said among other things that con- 
trols were ineffective, and secondly, and I think more importantly, that 
we must learn to live with abundance. 

Do you subscribe to that? 

Mr. Nourse. Yes; because lowering the price basis to be absorbed in 
the market is getting the abundance of our productive agriculture to 
the consumers. 

Senator Dirxsen. I take it from that statement that you subscribe 
to the policies being pursued and the views expressed by Secretary 
Benson ¢ 

Mr. Nourse. I do. 

Senator Dirksen. That is very interesting, Dr. Nourse. 

It is good to see you again. I think, Dr. Nourse, that is all I have 
thismorning. I have a lot of other things but I don’t want to tax your 
patience. 

Mr. Nourse. It is a pleasure to discuss it with you, Senator. 

Senator Keravuver. Dr. Nourse, just one other question. 

On page 14 of your statement you say that you believe economic 
sophistication is gradually superseding the class war. Can you en- 
large a little bit on what you mean by that? 

Mr. Nourse. A willingness to negotiate settlements, coming to peace- 
ful agreements rather than resorting toa strike. 

On that we have had a number of instances of very strained relations 
in important industries over the last few years. They have mostl 
been settled without a strike, although last summer there was a 5-wee 
period in which we had the methods of warfare or the use of force 
rather than of negotiation. I don’t know what the future holds, but 1 
think that many more of these issues are being settled on the basis of 
intelligent economic analysis of the issues and coming to an agreement 
which may not be altogether satisfactory on both sides, but which 
makes a working basis for going ahead without interruption to produc- 
tion. That I think is a pattern that is unfolding and should be en- 
couraged, and that your committee can contribute to it. 

Senator Kerauver. We appreciate the compliment you have paid 
our committee. 

Mr. Nourse. You are in a position to discuss the matter on its merits 
on a very broad basis for the benefit of the country, which I think re- 
enforces what can be done in discussion around the collective-bargain- 
ing table, even at the level of collective bargaining in good faith which 
we have in most if not all our industry. 

Senator Kreravuver. Dr. Nourse, you did not deal at any length in 
vour statement with the fact. that some industries and some segments 
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have reduced produetion.and at the same:time increased prices. Does 
that cause you any alarm ? 

Mr. Nourse. It does indeed. 

Senator Kerauver. What do you think of that in connection with 
the inflationary picture? 

Mr. Nourse. It does concern me when industry is not using the meth- 
od of disinflation and attaining unit costs at as low a level as possible 
through full productive operations but are maintaining a set margin 
of profit at the expense of restricted production. 

enator Kreravver. That is, the inflationary trend would be checked 
and we would have a healthier condition if instead of reducing pro- 
duction and increasing prices that.we did. the reverse and increased 
production ¢ 

Mr. Nourse. Or maintained the level. 

Senator Kreravuver. Making a smaller profit out of a larger pro- 
duction rather than a higher profit out of a small production ? 

Mr. Nourse. That is the essence of that approach to the problem; 
yes. 

Senator Keravuver. It is true, is it not, that in some of our industries 
we do have a situation of decreasing production and increasing prices? 

Mr. Nourse. Yes; which it, seems to me suggests the possibility of 
mounting dangers within the next year. 

Senator Keravuver. I was talking, of course, not about total profit 
but unit profit. It would help with our inflationary problem if we 
had a smaller unit profit and larger production rather than a higher 
unit profit and smaller production. 

Mr. Nourse. Definitely. 

Senator Keravuver. That is the essence of your position ¢ 

Mr. Nourse. Yes, sir. 

Senator Keravuver. Then I take it you might well have added an- 
other note of alarm, that production in some instances has gone down 
while prices per unit are going up. Would that be true? 

Mr. Nourse. Yes. 

Senator Keravuver. Mr. Dixon, do you have any questions? 

Mr. Drxon. I would like to ask Dr. Nourse one question. 

Dr. Nourse, historically, in attempting to make competition work in 
industries in the United States, we have had the Sherman Act, the 
Clayton Act, and the Federal Trade Commission Act as guideposts or 
as the measuring stick by which we attempted to enforce competition 
in certain instances. 

Historically, one of the problems that has existed from the enforce- 
ment angle has been the repeated instance that seems to occur more 
and more of finding price rigidity over long periods of time, rigidity 
in the sense of identical prices up and down, but especially we might 
say a succession of steps up, identical throughout the industry. 

To reach that problem under the existing laws, under the Sherman 
Act, there must be conspiracy. If there is anything wrong with that 
type of conduct, it must be proven that it came about by collusion or 
conspiracy. 

That same test has somewhat been followed under the Federal Trade 
Commission Act, section 5. Repeatedly instances have been brought to 
the attention of the Government by complaining witnesses that no 
ce competition existed in the industry when a customer sought to 

uy an identical product from one of many manufacturers. 
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Sir, I.ask you in the light of your comment to Senator: Dirksen 
whether or not you are disturbed by the fact that there has been in 
many industries price rigidity over a number of years, and yet that 
same rigidity has not resulted in lawsuits that could be brought and 
the quantum of proof adduced necessary to prove that they were 
violations of existing law. 

Does that disturb you, sir? 

Mr. Nourse. It does, and I think that in the eventual consideration 
of legislation I as an economist and not as a lawyer would suppose 
that to get at the situation effectively we would need to have defini- 
tions other than that of conspiracy or collusion. These, cannot be 
proved, at the same time that it is quite clear that there is a solidarity 
of action within a group. 

It would be extremely difficult to devise a rule or a definition there. 
But, as I understand it, the retention of these phrases which may have 
been reasonable back in 1890 does interfere with successful attack on 
real restraint of trade. 

Mr. Dixon. In other words, I would assume that you would be dis- 
turbed if you learn that within a very short period of time all of the 
major steel companies will be quoting and charging identical prices 
for identical products that they are offering to the public ? 

Mr. Nourse. Yes. That practice does not seem to me to have good 
economic justification or to represent de facto competition. 

Mr. Dixon. Especially at a time when they are not producing at 
full capacity but at considerably below capacity ? 

Mr. Nourse. It is not only that their actual costs and situations 
in product mix differ but it means that no one breaks away to use real 
price competition. That is not regarded as cricket in certain business 
circles. If we do not have price competition, then we do not have 
real competitive free enterprise. 

Mr. Dixon. Then it would be fair to assume that is not exemplary 
of a competitive industry then ? 

Mr. Nourse. It would seem to me that that is what the evidence 
points to; yes. 

Senator Kerauver. Dr. Blair? 

Mr. Buatr. Dr. Nourse, I just have one question. 

In your book Price Making in a Democracy, you regard as one of 
the barriers to price reduction the assumption that many businessmen 
seem to have concerning what the economists refer to as elasticity of 
demand, that is, the extent to which a price reduction would result 
in an increase in sales. You criticize the methods employed by statis- 
ticians in this field as having an unfortunate effect of strengthening 
businessmen’s assumptions. I was wondering whether this still repre- 
sents your point of view, that is, do you still feel that businessmen 
tend to underestimate the extent to which price reductions might 
result in an increase in their sales ? 

Mr. Nourse. Yes; I think it would be fair to say that the same 
analysis would hold in my judgment at the present time. 

Senator Kerauver. Let me see if I understand clearly what you are 
talking about. 

Tn your book you said that historically businessmen had under- 
estimated the increase in production that. would come from lowering 
prices; is that right? 

Mr. Nourse. Yes. 
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Senator Keravuver. And you think that is still true and you think 
that if they increase production, it would not change the overall profit 
picture particularly but would give employment to more people; is 
that the idea ? 

Mr. Nourse. I would not want to carry it to the point of saying 
that I would advocate policy only which maintains the level of total 
profits that they had in a period. I would say—and that is what the 
meaning was of what I said here about a testing time ahead—whether 
we would accept a narrowing of profits to the point at which, according 
to their accounting department, they would call it profitless prosperity, 
and averaging lean years in which they were taking narrow margins to 
maintain volume against the lush, the wide margins that they had 
> the acpi of inflationary prosperity that we have been passing 
through. 

Senator Kzravuver. I was not advocating rigidity of profits. I was 
just trying to get your opinion as to whether in our economy today, 
some industries could increase production, lowering prices and not 
hurt their general overall position. 

Mr. Noursr. Of course we have been up at such a high level of pro- 
duction that the problem is not what it was in the thirties when I 
was first writing on it of enlarging production. It is now preventing 
the restriction, the curtailment of production by letting competition 
move down to sustain volume. 

Mr. Buatr. In effect, Dr. Nourse, in your books you were in 
essence—and I hope I state your position correctly—stating that we 
needed more men like Ford, Firestone and Filene to take the lead, to 
aggressively lower prices, to try to make greater total profits by means 
of a lower unit profit margin and a higher volume of sales and output. 
AsI gather it, today you still see the need for more men of that kind ? 

Mr. Noursr. And a lack of them I might say. 

Mr. Brarr. And you are distressed by a lack of them, is that right? 

Mr. Nourse. Exactly. 

Senator Drexsen. One other question. Dr. Nourse, in that term 
“profitless prosperity,” is there an implication of a change in tax poli- 
cies whereby industries could set up some kind of a kitty for a lean 

eriod ? 
; Mr. Nourse. I did not have it im mind, no. 

Senator Drrxsen. Would it be a natural result of profitless pros- 
perity that you would have to make some provision for that ? 

Of course as I see it, it would involve depreciation, obsolescence, 
reserves, tax policies generally, to make that posible as an incentive? 

Mr. Nourse. Those are all parts of corporate management of 
course, and I would not have an offhand judgment as to whether there 
is any tax move that would facilitate that. 

T would not want to commit myself on that. 

Senator Dirksen. Of course the big problem there is the very 
human one and that is that little grain of selfishness that is in all of us, 
I suspect. 

Mr. Nourse. Yes. 

Senator Dirksen. It is little but it is mighty. 

Senator Keravuver. Dr. Nourse, I take it that in dealing with the 
present problem of inflation, in trying to get stability and prevent the 
spiral, from your overall statement you place broadly antitrust. re- 











ADMINISTERED PRICES 29 


straints, whether by law or whether by voluntary agreement, on an 
equal basis with monetary and fiscal policies in trying to hold down 
or prevent inflation ? 

Mr. Nourss. Yes, on getting a really competitive situation in the 
market, in all segments of the market, and antitrust legislation is 
central to that and my argument was it should appy to all factors 
rather than in a special way to any one of them. 

Senator Kerauver. Thank you very much, Dr. Nourse. 

We appreciate your assistance to our subcommittee. 

We will stand in recess until 10:30 in the morning. 

(Whereupon, at 12:15 p. m. the subcommittee was recessed, to re- 
convene at 10:30 a.m., Wednesday, July 10, 1957.) 
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Untrep S':ares SENATE, 
SUBCOMMITTEE ON ANTITRUST AND MONOPOLY, 
OF THE COMMITTEE ON THE J UDICIARY, 
Washington, D.C. 

The subcommittee met, pursuant to recess and subsequent postpone- 
ment, at 10 a. m., in the caucus room, 318 Senate Office Building, Sen- 
ator Estes Kefauver presiding. 

Present: Senators Kefauver (chairman), Wiley, O'Mahoney, Car- 
roll, and Dirksen. 

Also present : Paul Rand Dixon, counsel and staff director; Dr. John 
M. Blair, chief economist; Peter C humbris, counsel for minority ; and 
Carlile Bolton- Smith, counsel to Senator Wiley. 

Senator Kerauver. The committee will come to order. 

I think it is a compliment to the committee, to the subject matter 
that we are discussing, and to the witnesses, that at such an early 
hour we have so many distinguished members of our committee pres- 
ent. It had been our purpose on Tuesday to hear Dr. Gardiner Means 
and Dr. Richard Ruggles, but we only completed the testimony of Dr. 
Nourse. 

Inasmuch as Dr. Means and Dr. Ruggles are in Washington and 
we had arrangements for witnesses from out of town who would come 
today, they have agreed to defer their testimony until tomorrow, so 
we will endeavor to have a meeting tomorrow to hear Dr. Means and 
Dr. Ruggles. Dr. John R. Moore from the University of Tennessee 
was also here but he has gone back and will return one day next week. 

It will be our purpose, depending upon how much time we can get 
in view of the debate in the Senate, after we hear from these econo- 
mists, to have public witnesses representing business, agriculture, 
labor, and then later on, to have specific representatives of some spe- 
cific industries whom we will have to announce later. 

This morning we are delighted to have Dr. John Kenneth Galbraith 
as our first witness. 

Dr. Galbraith is now and for many years has been a professor 
of economics at Harvard University. During World War II he was 
Deputy Administrator of the Office of Price Administration. He is 
a former editor of Fortune magazine and he has written a number of 
well-considered books on economics. He has been writing for quite 
a number of years, beginning back in 1936, I believe, with an article, 
Monopoly Power and Price ‘Rigidities, i in the Journal of Economics 
on the subject of administered prices. 

A well-known book by Dr. Galbraith is American Capitalism, pub- 
lished in 1951, and a recent article, Market Structure and Stabilization 
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Policy, in the Review of Economic Statistics published this spring 
which has a direct bearing upon this inquiry, and which without ob- 
jection I will direct be printed in the record, following Dr. Galbraith’s 
testimony. 

Dr. Galbraith, will you come around? 


STATEMENT OF JOHN KENNETH GALBRAITH, PROFESSOR OF 
ECONOMICS, HARVARD UNIVERSITY 


Mr. Gatsrairu. Mr. Chairman and members of the committee, I 
am encouraged by this introduction and I shall proceed with my testi- 
mony with new faith as to the influence that it will have. 

I am advised, Mr. Chairman, that you would like me to discuss some 
work I have recently published on the relation of current monetary 
and other economic policy on different industries, particularly those 
characterized by differing degrees of concentration and differing 
degrees of market control. ; 

ince some parts of the argument, as originally offered, are some- 
what on the technical side, it has occurred to me that a brief, informal 
summary might be welcome. 

I believe Mr. Blair does have some copies of the original article if 
any of the more scholarly members of the press would like to have one. 

Senator Keravver. You are referring to the article that we had put 
in the record, Market Structure and Stabilization Policy ? 

Mr. Garerartu. That is right. 

Senator Keravuver. Dr. Galbraith, this will appear in the record, so 
you may refer to it. 

Mr. Gaxeraitu. The principal purpose of my statement is to sum- 
marize briefly this article and then to go on to some of the implica- 
tions of the analysis for current problems. 

The last several years have been marked by persistent inflationary 
tendencies. Until about a year ago these were masked by falling farm 
prices and to a lesser degree by stability in certain other consumer 
products. 

The inflation of recent years has been paralleled by the more or less 
equally persistent hope that it might be controlled by monetary meas- 
ures—by higher interest rates and a tighter supply of loanable funds. 

It has been assumed, generally speaking, that this policy will op- 
erate uniformly across the economic system. 

Borrowing will be checked more or less equally in all industries. 
Within the individual industry, to be sure, the “least credit-worthy 
borrower” will be the first to lose his line of credit. But he is assumed 
to be the natural child of misfortune. Farmers, residential builders, 
independent dealers, and other smaller businessmen have complained 
particularly about the tight money policy. 

This, I believe it fair to say, has been attributed not to any special 
effect. of the policy on these groups, but to their inborn tendency to 
chronic complaint. ’ 

Banks and larger business enterprises have, with rare exceptions, ' 
approved of the tight money policy. This has been attributed, not 
to any preferential position under the policy, but to a higher order of 
industrial statesmanship, a more accurate perception of the needs of 
the situation, or a greater willingness to make the required sacrifices, 
or possibly to endure while others did so. 
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Senator O’Manonry. Dr. Galbraith, I think it is rather essential 
that we should have your definition of the word “chronic” now. 

Sometimes chronic of course means a serious ailment which physi- 
cians and surgeons have not been able to cure. Sometimes it means 
only a sort of a nervous ailment like a person who may have a tendency 
to become cranky about almost anything that happens. 

In which sense do you use the word here? 

Mr. Garsrarra. I would not want to contend with such a skilled 
lawyer as the Senator from Wyoming on matters of definition but I 
would be disposed, for the slightly ironic purpose that 1 was using 
the statement here, to take your second definition. 

Senator O’Manonry. That includes farmers, residential builders, 
independent dealers and other small-business men all in one group, 
who are to be regarded ironically as chronic complainers? 

Mr. Gatprairi. I say that those who believe that these groups have 
shown a particular predisposition to complain in recent years are say- 
ing in effect that this is only because they always complain. 

This is not a view that I hold myself. 

Senator O’Manonry. It may be appropriate for me to remark that 
one of the Department of Labor inspectors who was touring the Mis- 
souri Basin in the last few weeks was interviewed in Wyoming by a 
correspondent of the New York Times, and yesterday morning a story 
appeared in the Times on the basis of the investigation of this Depart- 
ment of Labor expert. 

His conclusion was, after having completed the investigation of 10 
States, that farm income has been steadily decreasing in those States, 
to the great disadvantage of the whole economy, so that if there is a 
complaint from the Missouri Valley Basin, I want the record to show 
that as far as I am concerned, it is not to be regarded in the ironic 
sense if any of those farmers who have departed and abandoned their 
farms criticize our agricultural policies. 

Mr. GarpratrH. As the Senator from Wyoming will discover, I 
basically share his view, and I am coming to that in just a minute. 

Senator O’Manoney. Very good. 

Mr. Gatsrairn. Closer examination shows, however, that discrimi- 
nation in the effect of monetary policy is not only likely but almost cer- 
tainly inevitable. The difference is between those industries in which 
individual firms have a greater or less degree of control over the prices 
that they charge and those industries in which there is no control. 

Here we come essentially to the purposes of this subcommittee. Let 
me speak for a moment about this difference. The Kansas wheat 
farmer or the Wisconsin dairyman—my reference to the Wisconsin 
dairyman, Senator Wiley, was quite accidental 

Senator Wirtry. You are telling me. 

Mr. Gatprarru. Has no control over the price of the product which 
he sells. His price is given to him by the market. If the wheat farmer 
or dairyman prices his product above the market, he simply does not 
sell it. If he prices at less than the market, he foregoes a return he 
might have had. So he must always take the market price. All of his 
operations are subordinate and subject to that market price. The same 
is true in only slightly lesser degree for the small dealer, the home 
builder, and the small retailer. Their prices (or margins) are also 
given to them by the market. 
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Senator O’Manonry. When you speak of the market, do you mean 
a free market ? 

Mr. Gatsrarru. I mean the free market that exists for those prod- 
ucts; yes. 

Seid O’Manonrty. When you get around to it, I would like to 
have you tell us where the free market is to be found these days. 

Mr. GauprairH. If there is opportunity I shall have a word to say 
about the effect of agricultural price supports. I do not think they 
substantially impair this argument. 

It is true that about half of the agricultural production is subject 
to a measure of support, but this support is still beyond the range of 
control of the individual farmer. He does not himself influence those 
prices. 

Senator Wiey. Where do you classify the beef raisers, and cattle- 
men ! 

Mr. Gaxsrarrn. I should suppose that this comes close, Senator 
Wiley, to being the classic case, because here there are not even price 
supports. 

he individual cattleman has no control whatever of the prices 
at which he sells his product. 

It is equally plain that in other industries prices are subject to a 
greater or less control by individual firms. 

Members of the committee will notice that I am talking about in- 
dividual firms here and the extent to which they control the price. 
Just as the individual wheat farmer does not exercise control over the 
price of wheat and has no possibility of doing so, so it is equally plain 
that, at the opposite extreme, when a fortnight ago the United States 
Steel Corp. raised the price of steel it did exercise substantial control. 

No one, least of all the corporation itself, doubted its ability to do 
so and to make the price stick. This power over prices—the plenary 
power to set them within a considerable range—is commonplace over 
the great range of industrial enterprise. Its roots are complex, but 
the essentials are clear and reasonably well agreed among students of 
the subject. 

In one form or another the firms of an industry will enjoy meas- 
urable discretion over their prices whenever the number of such firms 
in the particular market is fairly small or where 1 or 2 firms have a 
large share of that market and are able to exercise a strong price lead- 
ership that other firms follow. 

A moment’s reflection will persuade one that these conditions are 
normal to a great number of industries—steel, automobiles, rubber, 
aluminum, most chemicals, nickel, refinery products—and it will be 
equally obvious that these conditions are not normal, not satisfied in 
agriculture, home building, or other small-scale enterprise where firms 
are smal] and very numerous. 

The analysis of the effect of this ability to administer the prices of 
an industry has been greatly handicapped by the conviction that it is 
somehow improper. Actually, such administration is not only possible. 
but also inevitable when an industry is in the hands of a relatively 
small number of firms. 

And it is equally inevitable that a great many industries will be 
conducted by a comparatively small number of large firms. That is 
the nature of capitalism wherever it is found. A large amount of 
price administration by private firms is thus part of the system. 
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Those who deplore it are wasting their breath. The problem is to 
understand it and to live with it. 

One final point about administered prices—— 

Senator Wixry. I interrupt there because we are looking for reme- 
dies, of course, for a situation that detrimentally affects a large per- 
centage of our people. 

We are talking about this inflation that has occurred. We have 
mentione dheretofore the effect upon 14 million people over 65, many 
of whom have only fixed incomes, such as retired schoolteachers and 
other pensioners. You make the statement, as I understand it, the 
problem is to understand it and to live with it. You do not mean to 
accept something without trying to better the condition, do you? 

Mr. Gatpratru. On the contrary. I am saying, however, that 
given the basic circumstances of our economy, there will be a large 
amount of price administration. 

In the past, in my own view, a great deal of time has been wasted 
in hoping that this control of prices might somehow be expunged. 

I am arguing that it is inevitable, that we will always have it and 
that the thing to do is to make it serve us rather than to eliminate it. 
As long as we have a steel industry, the steel firms will exercise consid- 
erable control over the prices of steel, and we might as well face it. 

The thing to do is to see that that control is exercised in the public 
interest rather than against the public interest. 

Senator Wirey. You were considerate enough to mention the Wis- 
consin dairy farmer, and you mentioned other farmers. Let’s take the 
situation as I know it. 

I get about 7 cents a quart for my milk that I produce the same day 
that the consumer, and [ am a consumer, pays 21 cents for it in Wis- 
consin. That means a 200 percent increase between the producer and 
the consumer in 12 hours. 

In this area—and I bring this out because there is another factor and 
that is the factor of regional control of prices—I understand that the 
Virginia farmer or the Maryland farmer gets about 12 cents a quart 
for his milk and today we pay 24 cents so that is only an increase of 100 
percent. But we cannot ship our milk—and we produce better milk 
than they do—we cannot even ship it into the city of Washington. 

I recognize that there are barriers that we human beings create. My 
thought is in order to see to it—and I am not speaking simply for Wis- 
consin—that the farmer gets the cost of production plus a return like 
the laboring fellow does. 

If a $6 additional price can be put on steel, there must be some rem- 
edy. That is what we expect you fellows to study, to see if you cannot 
jump over the fence and give us some ideas. Otherwise mere diagnosis 
does nothing unless we can find the cure. 

Now I hope you will give it to us. 

Mr. Garpratru. If the Senator will permit me, I should not like 
to be thought lacking in sympathy. I have begun here this morning by 
stating what I conceive to be the basic situation, which is that we have 
one substantial sector of the economy where people do not control their 
prices, of which agriculture is perhaps the leading example. 

We have another sector of the economy in which, as I have just 
said, it seems to me this control is more or less inescapable. This I shall 
have to say, sir, is diagnosis. I would like with your permission now 
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to go on to make some suggestions as to how we do live with that situa- 
tion. 

Senator O’Manoney. Before you proceed, Dr. Galbraith, and in 
the light of the questions that have been asked by Senator Wiley, 
I want to read the last three sentences of your paragraph and see 
whether or not you would accept an amendment. 

A large amount of price administration by private firms is thus part of the 
system. 

I assume by “price administration” you refer to the conditions which 
you have just mentioned, that where there are a comparatively few 
firms dominating any particular business, they inevitably tend to ad- 
minister the prices and fix it themselves and make the public pay 
what they believe is proper. They are not operating in the free 
market. 

Now your next sentence: 

Those who deplore it are wasting their breath. The problem is to under- 
stand it and to live with it. 

Would you be willing to write that last sentence so that it would 
read : 

The problem is to understand, to live with it but constructively to remedy 
it by legislation? 

Mr. GatprarrH. You tempt me, Senator O’Mahoney, not only with 
the precision of your statement but also because of my desire to agree 
and go forward to offer my own constructive proposals or at least my 
own proposals. 

Senator O’Maunoney. That is fine. I thought you were going to do 
that. I have not read your paper, but I thought with that sentence 
standing as it does, it has a note of defeatism which is not characteristic 
of the Dr. Galbraith I have known for more than 20 years. 

Mr. Gatsrairu. I should urge though, sir, that my own view, and 
I have held it for most of these 20 years, is that we shall not escape 
from the fact that in industries where there are a few large firms, 
there will be substantial control over prices, and should we seek to 
multiply the number of these firms—treble, quadruple by antitrust 
or other action—we will not be suggesting a useful and practical 
remedy. 

I should even go so far as to argue that remedy has been postponed 
by those who have chased the will-o’-the-wisp of complete reform of 
these industries, of complete reestablishment of free competition. 

I say that in respectful disagreement I think because it represents 
a deep conviction as to the most practical course of action. 

Senator Witey. Doctor, may I interrupt there? 

I would like to see that modification made with one change, because 
I am not one of those who feels that you can remedy economic ills by 
legislation. There is something more in the picture. You cannot 
make a thief a saint and you cannot take some of these people who 
have no moral responsibility of their trusteeship and by mere legisla-. 
tion correct their approach to the problem. But maybe legislation 
can help. 

Maybe you have ideas that will be constructive so that this large 
segment of our people—and it is a large segment in this great country 
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of ours—who, because of conditions as they exist, are not getting, let us 
say, a day’s wage for the work they perform. 

They are being underbought and undersold and it is a bad situation 
and we ought to have brains enough in our colleges and in our institu- 
tions to see if there is not some way to correct it. If it is legislation, 
fine, if it is some other method, fine. 

Maybe it is a matter of awakening the conscience of those who have 
the power to fix prices. 

You can call it whatever you call it, I don’t care; it is a fixation 
process because of the power. 

Maybe we should find the way, and that is the purpose of these 
hearings, not, as the Senator has said, to pick on anyone in particular. 

We are all to blame for permitting a system to grow up without 
checks and balances in it. We talk about being a country of checks 
and balances, and yet here is an instance where there is no check, 
there is no balance. 

Where you have folks who get tremendous incomes because of the 
freedom of the country—let’s “call it the freedom, which it is—and 
other folks can sweat 24 hours a day and cannot get even a livelihood 
out of it, it is not right, and we want to know what the answer is. I 
for one would like to find out just what can be done in this matter, and 
that is why I think you are called. You are supposed to be one of 
the wise men of this country, to tell us how. Am I right? 

Senator O’Manoney. I think you are. I quite agree with Senator 
Wiley, and again with complete respect and out of our long friendship, 
I want to point out again that in responding to my question you said 
that it is idle to think of reforming the system, and then you went 
on to say “or to reestablish it.” 

That was not the belief of the founders of this Government when 
they gave to Congress explicitly and completely the power to regulate 
commerce. 

The Congress does have the duty as well as the power so to regulate 
commerce, and by that I mean merely establishing the rules by which 
it is carried on, so that all segments of the population may be free 
from exploitation. 

That was all that most of those who support the antitrust laws have 
in mind. It is not a matter of merely prosecuting business because 
it is big, but we want to be careful, I think, not to surrender to the 
idea that we have got to take unregulated, uncontrolled power and 
bigness without trying to do anything about it, and I take it that 
you are going to make some suggestions as to what we should do. 

Mr. GaprartrH. [agree with the Senator on that. 

Perhaps I should take a minute to make my own position com- 
pletely clear here. 

Senator KeEravv eR. Mr. Galbraith, may I interrupt just a minute? 

In examining your statement, I find you have many suggestions to 
make, and after you make your statement, would you like to get on 
with your suggestions ? 

Mr. Garsrarrn. Yes. In fact I will postpone my statement. I 
think to some extent my position will become clear. 

Senator Kerauver. You go ahead and make your statement now 
in response to Senator Wiley’s and Senator O’Mahoney’s questioning, 
and then try to get on with your statement. 
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Mr. Gaupraitu. I think Senator O’Mahoney is aware of my position 
on these matters. I think to some extent his questions are designed 
to elicit a point. I am a defender of the antitrust laws, as he knows. 
I believe that they are a great source of equity and they reflect our 
common sense of fairness. 

I do have the feeling that as long as we have a relatively small 
number of firms in any industry we will have a very considerable 
amount of power in those firms to influence and control prices, a power 
which is not given to the individual farmer or the individual home- 
builder or in other industries for the number of firms is very large. 

In order to get away from that administration, it is my view that 
the number of firms (must be relatively large, and I would be less 
than honest if I did not say that I am appalled by the amount of 
reconstruction that would be called for if the antitrust laws were 
brought to bear in the automobile industry, the steel industry, even 
the oil industry, with a view to cutting down the units and increasing 
the number of firms to where no one would have power to influence 

rices. 
: My own conviction is that this takes a useful low and puts it to a 
task which is beyond its powers. 

I say that by way of clarifying my own position. 

I am grateful to you, sir, for having given me the opportunity. I 
perhaps should have made it clear in my statement. 

Senator O’Manonzy. I just say this: A person of your distinction 
is quoted, and things can be taken out of context, you know, and made 
to mean something utterly different from what the author intended, 
and I think the questions which Senator Wiley and I have addressed 
to you this morning have saved you from some misconstruction that 
might have been made if the questions and the clarification had not 
been put into the record. 

Mr. Gatprarru. Thank you, sir. 

Senator Wurey. In the field of economics, you are not in favor of 
maintaining the status quo then ? 

Mr. GaxsrarrH. I am not, I think, known as an automatic defender 
of the total status quo, sir. I am glad to have the guidance of two 
= distinguished men in seeing that there is no misunderstanding 

ere. 

One final observation about administered prices. 

In those industries where it exists, and especially under conditions 
of expanding demand, prices will not normally be at the level which, 
at the particular moment, would put profits at their maximum. 

In the competitive market demand immediately pulls up prices, or 
pulls them down. In the administered market there must be a deci- 
sion to change prices. Demand will often be ahead of the decision 
to adapt to it. Moreover, without going into undue detail, there will 
frequently be a difference between short- and long-run price strategy 
which makes it appear unwise to take full advantage of the current 
market. 

Thus if demand is strong and the industry is operating at or near 
capacity, a very large price and revenue increase may be possible. 
But there is also the danger that such an increase may bring new 
wage demands, or that it may attract new capacity, or there may be 
some fear of an adverse public reaction. Therefore, the industry 
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keeps some of its opportunity for higher prices and added revenue 
in reserve, as it were. 

It follows from the foregoing that at any time when demand has 
been high and generally rising there is likely in the administered- 
price sector to be an unused opportunity for gain. Prices and profits 
could be higher than they are. If anyone has difficulty appreciating 
this, he need only consider the case of steel. Price increases of $6 a 
ton were announced the end of last month. But if such price in- 
creases were possible then, they were equally possible a month or 6 
months or even a year earlier. 

The steel market had previously been strong—even stronger. The 

wage increase on July 1 introduced no new factor. If the industry 
could raise the price and increase its revenues after the wage increase, 
it could have done so equally well before. There was an unliquidated 
margin of gain which it might have pursued and did not. There are 
grounds for reflection here, ‘incidentally, for those who say that under 
our system nothing may be done to abridge the right to price for the 
greatest possible profit. Management regularly abridges this right 
in the ordinary course of business. 

Senator Dirksen. Dr. Galbraith, are you leaving administered 
prices now ? 

Mr. Gatsrairu. No, I am coming now to the effect of monetary poli- 
cy on the industries which have administered price as distinct from 
those which do not. 

Senator Drrxsen. I have a question or two that I thought I might 
very properly ask at this point. 

I want to summarize in my own mind. As I recall now from the 
testimony of Dr. Nourse who was here the day before yesterday, and 
for all I know you might have been here then, Doctor 

Dr. Gatprarrn. No; I was not. 

Senator Drrxsen. I think he quite agrees with you that adminis- 
tered prices are inevitable in the American economy. 

I take it you agree to that also? 

You shake your head? 

Mr. GarprairH. Yes; I basically agree on that. 

Senator Dirrxson. And I think on examination of the statement by 
Dr. Means, who was to testify but had no opportunity as yet, he also 
says that administered prices are inevitable and indispensable as a part 
of our modern economy, and that it leads to greater efficiency and 
higher standards of living. 

Do you subscribe to that sentiment also? 

Mr. Gatsrarrn. I don’t think I would make a point of the last two 
sentences. I would say they are inevitable and we have to live with 
them. Whether they lead to a higher standard of living or greater 
efficiency I certainly would not be so sure. 

Senator Dirksen. It is a fair conclusion then that you and Dr. 
Means and Dr. Nourse all agree that administered prices in our econ- 
omy are an inevitable thing ? 

Mr. Gatprarru. I think that is right; yes. 

Senator Dirksen. Now I have one other question. 

This is a comment from you: 

The distinguishing characteristics of administered price industries which set 


them apart from normally competitive industries is the possession of monopoly 
power by a few big companies which produce most of industry’s output. 
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Much of the present inflationary spiral appears to arise from price increases in 
administered price industries. 

Mr. Garsrarru. I certainly agree that that is the case. 

Senator Dirksen. You believe that to be the case ! 

Mr. GALBRAITH. Yes. I might say that I use the term “monopoly 
power” there in a neutral sense as economists employ the term, to im- 
ply a relatively small number of firms, not as something which signi- 
fies the immediate attention of the Justice Department. 

Senator Dirksen. Do you believe that much of the present infla- 
tionary spiral appears to arise from price increases in administered 
price industries / 

Mr. Gareraitu. I think this is certainly true, Senator Dirksen. For 
example agricultural prices until about a year ago were going down. 
This of course is the competitive price area par excellence, and in 
the last year they have been at best only stable, and in the competitive 
consumers’ goods industries, in textiles and consumers goods we have 
an approach to stable prices. 

If one takes an extreme example of administered prices, which is the 
steel industry, there we have prices that have increased by about 80 
percent in the last 10 years. 

This is a very big increase. In general through the strongly or- 
ganized producers’ goods industries we have had the largest price 
increases. 

Senator Dirksen. Can you make a proper comparison between ag- 
ricultural prices and the prices of fabricated goods, whether one has 
a high labor content where wages rise and the other does not 2 

Mr. Gaterarra. I would not hesitate to make a crude comparison of 
this sort. I think they are useful; yes. 

Senator Dirksen. Useful but not accurate ? 

Mr. Gatprairu. As the Senator is well aware, one can always qualify 
and perhaps should always qualify every comparison, but the state- 
ment that you addressed to me as I understood it was this: 

Where have the price increases occurred, in the administered price 
industries or in the more competitiv e areas / 

My answer is they have occurred in the administered price industries 

Senator Dirksen. Don’t you get a longer lag in prices in admin- 
istered price industries than you would in the 

Mr. Garprairu. I am not quite sure I appreciate what you mean 
by longer lag there. 

Senator Dirksen. Tam going back to what Dr. Nourse said or maybe 
it was the definition Dr. Means used here the other day, that an ad- 
ministered price is one that is set and announced and then it continues. 
It is maintained for a longer or a shorter period of time. 

Mr. Garprarru. I think this is undoubtedly true, Senator Dirksen. 
IT am not, however, sure that it affects the immediate argument. Ten 
years is a fairly good time for reaching a judgment, and if we go back 
over the last 10 years, the facts of the matter are that in the adminis- 
tered price areas, and most notably of course in the metals, we have 
had the big increases, lag or no Jag. And in areas like agriculture, 
some of the consumers goods, apparel—the more competitive indus- 
tries—we have had either declining prices or comparative stability. 

Senator Dirksen. So you think they can be properly compared, 
notwithstanding what the labor content in each case might be? 
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Mr. Garprairu. Yes; I would not hesitate to make this comparison 
if we are asking ourselves only this simple question, where have the 
price increases, quality for quality occurred. 

Senator Dirksen. Then of course that is an answer as to the effect 
but not the reason for it ? 

Mr. Gatsrairn. That is right. 

Senator Dirksen. That is the i important thing. 

Mr. Gaxrprairu. I hope this morning to come to the reasons if I 
may. 

Senator Diksren. Oh, yes. 

Senator Krravuver. Senator Dirksen read a statement after he had 
referred to Dr. Means. The statement he read in asking you a ques- 
tion the record should show is I believe, from my opening statement 
here ; is that correct ? 

Senator Dirksen. Y es; it was noted from your press release issued 
in March. 

Senator Keravuver. All right, anyway it was not Dr. Means. 

Proceed, Doctor. 

Mr. Gavsrairu. I come now to the effect of monetary policy in in- 
dustries where prices are administered as compared w ith those indus- 
tries where prices are subject to full determination by the market. 
Steel may be thought of as an example of the first type of situation and 
most agriculture as an example of the second. (The existence of 
price supports for some products does not especially affect the argu- 
ment. Prices are still beyond the control of the individual farmer.) 

Although there is a highly developed case to the contrary, monetary 
policy invokes neither supernatural processes nor even black magic. 
To the extent that it is effective as an antidote to inflation, it cuts dow n 
on the total volume of spending. This it accomplishes by raising 
interest rates and cutting down on the supply of funds available for 
lending. 

As the result of the higher interest rates and the lesser availability 
of loans, it is hoped that business firms and consumer-borrowers will 
borrow less and ultimately invest, which is to say spend, less. 

With less business investment—spending for business plant and 
machinery—and less spending of borrowed funds by consumers, there 
will, it is hoped, be less pressure on markets and less tendency for 
prices to rise. 

This is the essential theory of monetary policy. 

The first. impact of this policy is the higher interest rate. Plainly 
the impact of this will be very different on a firm that has control over 
its prices and hence can pass along this higher cost as compared w ith 
the firm whose prices are given and which, accordingly, must bea 
the cost itself. The point need not be labored. 

The United States Steel Cor p. justified its price increases of 2 weeks 
ago by the contention that its cost had risen. In doing so it not 
only conceded its ability to pass higher costs, including “higher in- 
terest charges, to the consumer but based its policy on the need to do so. 
But no such opportunity is open to the farmer or to the smaller 
businessman. They cannot raise their prices, for these are market- 
determined. They shoulder themselves the costs of the policy. 

The second impact of monetary policy is through the rationing of 
credit, This involves denying loans in whole or in part to some bor- 
rowers. By common agreement these are the least creditworthy of the 
clients of the bank. 
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As I have earlier suggested, it is commonly assumed that these un- 
creditworthy borrowers are more or less randomly distributed about 
the economy and between industries. We may feel sorry for them, 
but they have selected themselves for trouble by their weakness, and 
that is the law of life. 

But it will now be evident that this view is too bland. Firms in 
those industries that are able, by the nature of the market, to pass 
interest costs along will, in the nature of things, be a better credit 
risk than firms in those industries which bear the pinch of monetary 
policy. 

Monetary policy makes certain industries uncreditworthy while 
not similarly touching others. Moreover, in the administered price 

markets firms are likely to be larger than those in the market-con- 
trolled industries. If firms are numerous in a market, they are likely 
to be small. 

The large firm with large and predictable credit needs and with 
multiple bank connections will usually have a better position in the 
queue, when credit is being rationed, than the small borrower. 

Finally, the large firm in the administered price industry has an 
alternative to bank credit. Should the banks have diffic ulty supply- 
ing its needs, it can have resort to the money market. If its price 
position is really strong, it can increase its current revenues and 
finance operations and expansion out of these. 

Steel firms have repeatedly used the need for investment funds as 
the defense of their price policy. No such course is open to the firm 
whose prices are controlled by the market. If it cannot control its 
prices, it cannot raise them to get funds it is unable to borrow. 

The conclusion from the foregoing follows: 

Monetary policy—the effort to control inflation through restric- 
tion of credit—operates with particular impact on the market-con- 
trolled or most purely competitive sector of the ec onomy. This means 
agriculture, small business, residential building, and so forth. It 
touches far more lightly, or may even exempt, firms, usually the larger 
ones, in markets where numbers are small and prices are administered. 

The evidence accords with these conclusions. The most important 
figures to consider are those for total new investment since these 
reflect ability in the administered price area to resort to nonbank 
or internal financing. These as I have just noted, are opportunities en- 
joyed only by large firms in the administered price industries. 

New investment by agriculture has, of course, declined sharply in 
these years of tight credit. In 1948 total net investment in farm 
dwellings, other farm building, trucks and other machinery less de- 
preciation and damage—the most satisfactory figure though not 
strictly comparable with gross figures to follow—amounted to $2,199 
million. 

This was very high, and by 1952 it was down to $1,255 million. But 
by 1955 it was down (by preliminary estimate) to $607 million. I 
understand incidentally that this figure may be revised downward. : 

And there are indications that last year’s (the 1956) figure for net 
investment in our agricultural plant will be only about half the 1955 
figure. 

I think those figures are worth reflecting on. It will be seen that 
at the present time we are only investing in our agricultural plant 
very little more than depreciation. 
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At the time that I put those figures together I did not have the gross 
figures which I will now give. 

The gross investment 

Senator Keravver. Dr. Galbraith, should it not be properly noted 
at that point, where the decrease in investment in agricultural facil- 
ities is shown to have gone down from $2,199 million to about half, 
$607 million, that is in the face of a substantially increasing popu- 
lation ¢ 

Mr. Garpratru. That is right; yes. 

Senator Kerauver. And a further expected increase ? 

Mr. GatsrairH. Yes. And a normal tendency in the economy to 
grow. That is a very important amendment. 

Senator Dirksen. Dr. Galbraith, are you still talking about that 
investment in farm dwellings ? 

Mr. GatprairH. In agriculture? 

Yes, if I may be permitted, Senator Dirksen, let me just complete 
the record by giving the gross figure without depreciation. In 1948 
the gross figure for investment in these items, trucks, tractors, auto- 
mobiles, farm buildings, machinery and so forth was $4,259 million. 

In 1951 it was $5 billion—$5,380 million, $4.259 billion in 1948, 
$5.038 billion in 1952. 

In 1955 it was down to $4,341 million, and the indications are that 
last year, 1956, it was a little in excess of $4 billion. 

One reason for the difference is in the rate of depreciation. We 
had a largely depreciated farm plant in 1948 and therefore a smaller 
gross figure gives a larger net figure. 

But we have had a drop in gross investment since 1951 of in the 
neighborhood of $1 billion, or about 20 percent, and as Senator Kefau- 
ver has said, this is in the face of increasing population and of course 
a very rapid growth in the economic system. 

Iam sorry, sir? 

Senator Dirksen. You don’t mean an increase in farm population, 
do you? 

Mr. Gatsraitu. I don’t mean an increase in farm population. 

Senator Dirksen. Total population ? 

Mr. GarerairH. In total population; that is right. 

Senator Dirksen. But actually a decrease in farm population ? 

Mr. Garprarru. One aspect of this declining farm investment has 
been of course a steady increase in farm consolidations. 

Senator Dirksen. By these figures you mean that is the total in- 
vestment ¢ 

Mr. Gatprarru. That is the total. 

Senator Dirksen. In farm structures and machinery 4 

Mr. Garerairr. Of all kinds, all kinds of farm plant and capital. 

Senator Dirksen. Depreciated ? 

Mr. Gaterairu. That is depreciated. 

Senator Dirksen. That is not an annual figure, that is the total 
figure ? 

Mr. Garsraitu. No, that is the annual figure, sir. 

Senator Dirksen. The annual figure ? 

Mr. Gacsrarre. That is annual. 

Senator Dirksen. The annual investment ? 

Mr. Garprartn. Yes, all the figures I am giving you are the annual 
investment. 
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Senator Dirksen. What explanation do you make, what interpreta- 
tion do you make, of those figures ¢ 

Mr. Gatprairu. Of these? 

Senator Dirksen. Yes. 

Mr. Garprarru. I am coming to that in just a minute in this if I 
may, sir. 

Senator Dirxsen. No, you are getting to residential housing in the 
next paragraph. 

Mr. Garsrairn. I come back to agriculture a little later in my 
paper, and if there is any further inter pretation that is required, per- 
haps you will remind me of it. 

Detaten Dirksen. Very well. 

Mr. Gaterairn. Investment in residential housing, which is an 
industry that has a great many firms, has also declined, although less 
spectacularly. In 1955 residential nonfarm outlays were $18.7 billion. 
Last year they were $17.6 billion. Currently—the most recent figures 
are for May—they are running at an annual rate, seasonally adjusted, 
of about $16 billion. Thus they have fallen by nearly three billion, 
or about one-sixth in 2 years. 

Senator Witry. Have you got that separated in areas? 

We realize in those areas where you have given the industrial re- 
duction in relation to farmers and the farm areas where prices are 
low, that the building percentagewise is very much greater than in 
areas like in W: ashington or some of these places where they have not 
had depreciated purchasing power. 

Mr. Gatprarru. I think that is a very 

Senator Witey. Have you got that laid out in area? 

Mr. Garprarru. I do not have the figures for areas but of course 
they are readily available. 

I could supply them if you would like to have them. 

Senator Keravver. Suppose you do supply them and we will have 
them put in the record, Dr. Galbraith. 

Mr. Gatsrarru. Both agriculture and housing are industries where 
prices are subject to market control rather than administration. In 
the case of agriculture weak consumer demand has played a part along 
with the squeeze in reducing investment. There is no evidence of its 
having done so in the case of housing. 

While agriculture, housing, and, we may reasonably assume, other 
small-scale enterprise has been reacting to the squeeze, general indus- 
trial investment has been at record levels. During the first quarter of 
this year outlays for producer’s durable equipment, reflecting pre- 
eminently the investment of large firms in the administered price in- 
dustries, was at an annual rate, seasonably adjusted, of $32 billion. 

This was the highest on record and up five and a half billions as com- 
pared with a year earlier. It was at a rate of nine billions higher than 
in 1952, the first year of tight money. Plainly the credit squeeze was 
not being very troublesome here. 

I have argued, in other words, Senator Wiley, that this policy works 
with a differential effect much more strongly on agriculture, much 
more strongly on smaller enterprise than it does on large-scale enter- 
prise; that these figures are a dramatic indication of this consequence. 

There is further evidence in the differential rate of growth in busi- 
ness assets in recent years. Between the last quarter of 1954 and the 
second quarter of last year, for example, the gross investment in 
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property, plant, and equipment of firms with assets of less than $1 
million—firms which are most plausibly in the market-controlled cate- 
gory—increased by only 0.7 percent. 

Firms with assets in excess of $100 million—firms likely to be in 
the administered price category—increased their gross investment by 
16.6 percent. 

Between 1946 and 1955 firms with assets of less than $250,000 suf- 
fered a reduction in their share of member bank loans from over a 
quarter to a fifth of the total. Larger firms had a corresponding in- 
crease. ‘These changes, especially those in total assets, are greater than 
those which would be statistically associated with growth. 

Figures on business failures, skillfully manipulated in relation to 
business births, can be made to prove practically anything and often 
are. 

Still it is not entirely without significance that business failures, 
overwhelmingly of small firms, have been growing steadily at a time 
of record business earnings. 

This analysis leads to conclusions on two problems of current im- 
port. It raises questions as to the efficacy of present monetary policy 
in preventing inflation. That things are not going well here will 
surely not be denied very much longer. The old-fashioned test of the 
success of a policy is results. As monetary policy has been applied 
with steady rigor the companion effect, so far, has been a steady in- 
crease in prices. Price stability, if one may coin a phrase, has re- 
mained just around the corner. If monetary policy works for only 
a part of the economy, this is a plausible explanation of its failure. 
And as the figures show, the dominant industrial sector of the economy 
has been able to increase its investment sharply at a time when credit 
policy was presumed to be restricting it. One has difficulty under 
these circumstances only in deciding why it is expected that the policy 
should be succeeding. 

However, I shall not pursue these matters further here. They are 
currently the concern of the Senate Finance Committee. 

The second conclusion concerns the broader social wisdom of a policy 
which functions as does this one. Capital formation is the substance 
of economic growth; it is the thing of which growth is made. Thus 
policy which we are now following restrains the economic growth, in 
general, of farmers and smaller business firms while not perceptibly 
discouraging that of larger firms with a stronger market position. 
The policy may even, the figures suggest, be giving to the latter what 
it denies to the former. Larger firms are getting the credit which is 
denied to the former and the smaller firms and business establishments. 

Senator Wizxy. Do you want to give us your own judgment as to 
why there has been such a large percentage of failures among the so- 
called smaller firms? Just what is the disease there? 

Mr. Gaxprarrn. I should urge, Senator Wiley, that it lies in the 
situation which I have just been talking about. The larger firm has 
superior access to credit and has been able to pass the higher costs of 
credit along to the customer. 

In the smaller nonadministered price sector of the economy—these 
things are closely fitted together, as you see—the small firm has not 
been able to pass the higher interest charges along. And these are 
the first firms to be cut off when there is a credit shortage. 

95009—57—pt. 1——4 
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Senator Keravver. You mean being cut off by the banks? 

Mr. Gatprairu. By the banks; yes. 

I have had occasion in the last few weeks to talk with a number of 
small builders in northern New England where building is virtually 
at a standstill. They are the people who are at the ends of the queue. 
They have been cut off and they are having a very difficult time— 
some of them, at least—keeping ahead of the sheriff. 

If they had access to credit and would pass the higher interest costs 
along, they would be in good shape. This of course is the difference 
between industries that I am attempting to establish here this morning. 

Senator Wirey. That same thing applies then to business like 
grocery stores? 

Mr. Garprarru. Yes. 

Senator Winey. Or to small businesses? 

Mr. Garsrairu. The Main Street dealer, the man who has to carry 
#n inventory, to some extent the automobile dealer. 

Senator Witry. There must be some other factors too, are there 
not? Isn’t it also because there is some violation of law in relation to 
getting goods at prices that the small fellow cannot? 

Mr. Garperairu. Yes, I am sure I would not rule that out although 
this is a question that is really beyond my ability to answer. 

Senator Wuey. I think you might give further study and send us a 
letter after you have analyzed this situation. I think we are vitally 
interested in knowing this, because we cannot be all big in this country. 
There is also the small businessman, the small builder that you are 
talking about. I have had complaints of that back in my State also, 
they are in the majority as people and we must not get their morale so 
harassed that folks that are reasonable will be seeing red. That is 
what they do when their bread and butter is taken away from them. 

I am interested in human beings far more than I am in seeing that 
certain people can monopolize wealth and control power and I would 
like to get your analysis after you have given some thought to it as to 
just why so many small businesses percentagewise and otherwise are 
going to the dogs. 

Mr. Gatsrarru. I will be happy to do so, Senator. 

I would stress that, in my view, it is the differential effect of the 
present monetary policy on small firms as compared with larger firms 
that is at the heart of the problem. eet 

If I might proceed I have one or two suggestions as to policy in 
this situation. 

Senator Keravver. Will you proceed, Dr. Galbraith ? 

Mr. GarsrartH. This matter, of discrimination, in capital supply 
and growth is, I take it, within the province and concern of this sub- 
committee. I should like to make a suggestion or two as to the result- 
ing course of policy. Nothing, I am persuaded, will be accomplished 
by rebuking big business or condemning administered prices. Big 
business is here to stay. So is the price behavior which it makes inevi- 
table. To be opposed to big business is much like being opposed to 
New York City. F 

Nor should it be supposed that these are problems which the anti- 
trust laws can correct. The antitrust laws serve a useful purpose, but 
they cannot remake a society. I would hope that we are past the day 
when men of good will cover any and all failures of imagination with 
a ringing demand for better enforcement of the Sherman Act. 
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Finally, the problem of inflation must be faced. The discrimina- 
tion in the present tight money policy would long ago have made 
that policy intolerable were it not that critics of the policy seemed to 
be ranging themselves on the side of inflation. 

And, similarly, the proponents of the policy have been able to say, 
in effect, that only the tight money policy stands between the country 
and runaway prices. 

Coming to more affirmative suggestions, we should recognize, first 
of all, that fiscal policy—running a surplus and reducing debt—is a 
less discriminatory way of fighting inflation than the use of monetary 
policy. Even here the l.rger firms have advantages—they can pass 
on taxes as smaller fii sis cannot—but the advantages are not so great. 

Senator Witxy. How can you prepare an antidote to that, sir? 

Mr. GacsrarrH. Let me come to the next point if I may, sir, which 
T think covers it. 

The present discrimination in anti-inflationary policy could also be 
lessened, and the policy itself be made more effective, by affirming a 
rational procedure on tax writeoffs. 

The present policy is contradictory and possibly even muddled. At 
a time when efforts are being made to restrain investment—which is 
the function and the only function of the monetary policy—other 
firms, mostly large ones, have been encouraged to invest by grant of 
accelerated amortization. 

If this has been necessary for reasons of national defense—and to 
the outsider some of the grants such as those to Idaho Power Co. look 
exceedingly implausible and I gather that this grant has now been 
given up which would suggest it was not highly essential—then there 
should be compensating provision along lines used in the past by the 
Canadian Government for slower rates of amortization in other areas 
of lesser need. 

When the Government is seeking to restrain investment with one 
hand—through succeeding only so far as agriculture and small business 
are concerned—it is illogical to be seeking to increase it by way of the 
tax system. 

If a ship is taking water, it is, one is told, unorthodox seamanship 
to both man the pumps and open the seacocks. 

Senator Drrxsen. Dr. Galbraith, where would you say utilities that 
operate under State economics figure in the administered price picture? 

You mentioned the Idaho Power Co. ? 

Mr. Gapraitn. I should say so without question, Senator Dirksen. 
Their control over their prices, while not complete, is through the 
regulatory process, through the guaranty of their investment, 1f less 
great than that of the steel corporation, infinitely greater than that 
of a Corn Belt farmer. 

Senator Dirksen. I just do not eatch the relationship of a power 
company for instance and the general thesis of administered prices. 

Mr. Garerarrn. The point I am making, sir, is that we have been 
attempting through monetary policy to shrink investment. While 
we have been doing that and while we have been succeeding, as these 
figures show as far as agriculture, residential builders and small busi- 
ness are concerned, we have at the same time—the administration has 
at the same time—been encouraging investment by giving accelerated 
amortization or fast tax writeoffs. 
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I am saying that this policy is illogical and that it adds to discrimi- 
nation between large firms and small firms, and I do not even see how 
the point can be seriously debated, sir. 

Senator Dirksen. I thought that the development of those power 
resources, either privately or publicly, was responsive to a power 
shortage anda demand out there. 

Mr. Gavprarr. Oh, of this I am quite sure, but then every firm 
has a strong case for investment and a strong case for proceeding with 
that investment on the grounds of a shor tage. 

Near my place in northern New England we have a shortage of 
housing and a strong case for going ahead with investment. But 
there are no funds available for that. And I am saying that this is 
a policy which works in a most discriminatory way as bet ween the 
smaller firms which do not have power to control their prices and 
which do not in this particular case have accelerated writeoffs, and 
the larger firms which do. 

Senator Dirksen. From the standpoint of the invested capital, 
would it have been better to dump 21% to 3 times as much public 
money into Hells Canyon as to let Idaho Power go ahead and develop 
it? 

Mr. GarprairH. Senator, I have my own feelings about the ques- 
tion of public and private power, but I would think it unwise for us 
to open up that subject, too, this morning. 

Senator Dirksen. I am thinking about the dollars. 

You were talking about the investment and I am talking public 
dollars or private dollars. 

Mr. Gatprarru. I am confining myself purely to the question of 
whether at a time when we are seeking to restrict investment and 
when we are doing it for agriculture it is wise to encourage investment 
by the use of accelerated wr riteoffs. 

It seems to me that this is, sir, a highly contradictory policy as well 
as one that in the nature of the case works in favor of large firms and 
against small ones. 

Senator Wirry. I suppose it would depend upon the circumstances ; 
would it not ? 

There was a time when we were facing a great need for power and 
the Congress then passed the law that provided for that very write- 
off, but facts and circumstances change and now we are in a different 
era. While we have gone into that policy pretty well before, we 
have found that men disagr eed on that, as they do on every other issue. 

Mr. Gatprarrn. I would say, Senator Wiley, that if on grounds of 
national defense or other grounds of urgent national shorts age one 
could make a case, as one well might, for accelerated amortization in 
particular industries, then the proper counterpart is to slow down the 
rate of investment someplace else by decelerated amortization. 

The present policy, however, is to restrict investment by agriculture 
and smaller firms, and subsidize or encourage investment by a few 
larger firms in the name of national defense while allowing of course 
others to have normal access to the money market. 

This is a policy which I do not think is defensible. 

Senator Keravver. Dr. Galbraith, if expansion of electric utilities 
is necessary by virtue of the increased dem: and of the consumers—and 





of course the utilities do get a guaranteed income under regulatory 
agencies—then the granting of rapid tax amortization would not be 
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necessary to encourage them to build facilities necessary to meet their 
own normal demands. 

Mr. Garprairu. Yes, I think that would be a fair presumption, Mr. 
Chairman, although it is still not precisely the point I am making. 
The point I am making i is that we are encouraging this investment at 
a time when we are seeking to restrict it elsewhere. 

Senator Krrauver. I think it might be pertinent to point out here 
that at least one reputable legal research expert did prepare and sub- 
mit to this subcommittee an opinion that the granting of rapid tax 
writeoffs for normal development to Idaho Power, and I assume other 
electric utilities, was contrary to the intention of Congress in passing 
the tax amortization law. 

You no doubt have heard or read about that opinion ? 

Mr. Gaterairu. I have indeed. 

Senator Krerauver. Proceed, Dr. Galbraith. 

Mr. GacsrarrH. Even with a strong and consistent fiscal policy 
there may still be the need to restrain investment spending. (Noman 
is more to be mistrusted in economic policy than the individual who 
argues that his favorite policy is right and all others wrong.) 

But if monetary policy is to be used to restrain investment, then 
steps should be ti uken to see that it applies across the board. One pos- 
sibility is to provide that, when a general policy of credit restraint is 
in effect, firms above a given size may not take advantage of their 
superior position by increasing their total volume of borrowing. 

Such a policy was invoked by the British in the inflationary - vears 
immediately following the war. 

It is not an ideal arrangement. It might also meet with consider- 
able objection. There is food for thought i in this. Monetary policy, 
so reinforced, would mean that large firms would be subject to the 
same restraint on their credit use and growth as small firms and farm- 
ers. They would be making the disenc hanting discovery for the first 
time that monetary policy is a boot that can pinch. It would be a test 
of character whether those affected continued to applaud the policy. 

If the larger firms, if I may interpolate here for a minute, were un- 
able to increase their lines of credit at a time when there is contraction 
for the smaller firms, this would have the effect of course of rationing 
the available supply of credit down to the smaller firms, and insuring 
a somewhat more equitable distribution of the limited credit that is 
available. 

Finally, the day may be coming when we shall need to consider new 
procedures in the field of wage and price policy. The basic setting for 
inflation, as ever, is a strong demand for goods. This is true now 
even though not all industries are operating at full capacity. And it 
is true whether the inflation is classical, preclassical, or neoclassical. 
Inflation control will always involve steps, either through tax or mon- 
etary policy or both, to keep this spending under some kind of control. 

But within this setting wages, profits, and prices act on each other 
as an accelerating influence. The cost of wage settlements are 
promptly passed along to the public in the administered price indus- 
tries. Nothing is more elementary in modern public relations than to 
use the occasion of a wage increase as the opportunity for a price in- 
crease. 
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This process, as I say, accelerates the inflational spiral. Since it is 
the public that pays, there is a strong case for having the public in- 
terest better expressed than at present. 

Under present procedures—the case of oil last autumn and now of 
steel are cases in point—the industry announces the price advance. 
Then if a wage settlement is involved, the relevant union leader points 
out that the increase is excessive. 

At the same time the administration states its regret that the ad- 
vance has occurred coupled with a strong disclaimer of any knowledge 
of the specific issues. 

Thereafter a congressional committee holds hearings, the increase 
is denounced, and the matter is then forgotten. 

While it will be agreed that this ritual has an impressive solemnity, 
it can scarcely be satisfactory to the public which pays. 

Senator Dirksen. What would you do about it, Doctor ? 

Mr. Gatsraitu. I am just coming to that, sir. 

President Eisenhower recently suggested—and in a competent stra- 
tegic withdrawal also condemned—the use of wage and price controls 
as a remedy. I would not urge these. Such controls are awkward 
things both to administer and to live with, and they had best be 
reserved for more serious trouble. 

But where major movements in wages and prices are in prospect, 
we might have a requirement of notice and the public discussion be- 
fore, rather than after, the fact. Firms, and also unions, would then 
proceed in light of a full knowledge of public reaction to their policies. 

Senator Dirksen. Does that imply that the Taft-Hartley Act ought 
to be amended so that before a wage demand can be uttered and 
brought to pass, there ought to be a public hearing on it before a con- 
gressional committee, let us say ? 

Mr. GatsrairH. That would be one possibility, sir. There would 
have to be a procedure for certain categories of industries, specifically 
in the administered price industries, to offer notice before an advance 
in prices or wage revision. 

Senator Dirxsen. Do you suggest some summary action on the 
matter ? 

Mr. Garpratrn. We now hold the hearing, Senator, after the fact. 
I think it would be very much more useful to hold it before the fact. 

Senator Dirxsen. All right; now suppose we do hold the hearing. 
Where do we go from there? 

Mr. GatsraitrH. Well, if the hearing were held, there would at least 
be action by the industry in full light of the public and of the con- 
gressional reaction. 

Then if the industry feels disposed to go ahead and the union feels 
disposed to go ahead, particularly in a time of inflationary tension, 
. = do so in the knowledge that it is taking the action in its own 

ands. 

Senator Drrxsen. By that you mean you would hold the hearing 
and go into the facts, publicize them ? 

Mr. Garsrartu. That is right. 

Senator Dirksen. The committee would have to come to a con- 
clusion ? 

Mr. Gatsrarru. If it came to such a conclusion. If there had been 
a notice last March of the coming steel increase, if this committee had 
held a hearing and made a recommendation that it would not be ad- 
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vanced, the industry would know where it stood. I would not think it 
wise at this juncture to go so far as to prohibit the advance but, to 
repeat, the steel industry would have made the price increase in full 
knowledge that it had the disapproval of the Congress. 

Senator Dirksen. Suppose we follow that technique with respect to 
virtually every price increase in every administered industry and prob- 
ably in some nonadministered price industries. 

Mr. Garprairu. These things are of course very easily carried to 
absurdity. 

I would certainly say this would be a policy to be limited to cate- 
gories of basic industries. 

Senator Dirksen. But don’t you believe that wherever any group of 
consumers or the public interest is affected, that there would be an 
immediate demand for a hearing, and Congress being a rather politi- 
cally responsive body, would probably accede to that demand ¢ 

Mr. Garprarru. This is certainly a possibility, and I am saying that 
it is certainly not one that I would entirely deplore. 

We are agreed—certainly there is broad agreement—that in times 
of strong demand as at present, there is a large plenary power in these 
industries to administer prices. 

We are asking what should be done about it. 

I would say nearly the minimum thing that might be done would 
be to have public discussion in advance of this action rather than, as 
at present, afterward. 

Senator Dirxsen. In the prior paragraph you say “Thereafter a 
congressional committee holds hearings, the increase is denounced and 
the matter is then forgotten.” 

I am describing the present procedure, with all deference to this 
committee, sir, in saying that I don’t really regard it as a wholly 
adequate procedure. 

Senator O’Manonry. There was a time, Dr. Galbraith, a great many 
vears ago—probably there is nobody in this room except a few of us 
who were alive at the time—when the railroad industry was in the 
position which the United States Steel Corporation occupies today 
and could pretty much set their own prices and grant rebates too when 
they wanted to do so. 

The protest against that complete lack of regulation became so great 
that Congress passed the Interstate Commerce Act. That was a 
wholly nonpartisan act. 

As I recall it, we had a Senate of one party, a House of another 
party, and a President of one of the parties, when the Interstate Com- 
merce Act was passed and the Interstate Commerce Commission 
was given the right to regulate the rates, and it does to this day. 

Nobody would think at this moment of taking away from the Inter- 
state Commerce Commission the authority which it has to regulate 
both passenger rates and freight rates. 

Sometimes I think that least of all the railroads ask that that power 
be taken away from the Interstate Commerce Commission. 

I take it that what you have in the back of your mind is that legis- 
lation which would require firms and corporations which were in a 
dominant position by reason of their small number in particular in- 
dustries to file with a proper Government agency, Congress or other- 
wise, a notice of intent to increase prices, and then be obliged to come 
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before that agency, Congress or otherwise, and demonstrate that there 
was a real reason for increasing the rates, the prices, is that what you 
have in mind? 

Mr. GarsrarTrH. That is essentially what I am suggesting. I am 
not advancing this, sir, as a firm recommendation. I am saying that 
this is the line of thought we must follow in the administered price 
industries if we find that the present conditions persist. 

Senator O’Manonry. There is not any doubt about the factual basis 
of what you say here, that some of the big companies like United 
States Steel and in some of the industries where price leadership exists 
because of the size of the leading firms, the increased prices can be 
determined and administered without regard to what may be the pub- 
lic interest. 

Some companies are able to obtain their capital for investment, for 
expansion, for the building of capital plant and equipment by increas- 
ing prices instead of borrowing money. In a period when we have a 
tight-money policy which falls very strictly and heavily upon those 
parts of the population and of our economy which are not in a posi- 
tion to raise prices whenever they want to, as in the administered price 
field, they are deprived of the possibility of securing money for invest- 
ment, because they do not have it in the first place, and they cannot 
borrow it because the interest is too high; is that not correct ? 

Mr. Garsratru. That is right; yes. 

Senator O’Manoney. The suggestion that you make therefore is 
simply that the public should be granted the protection of having 
those industries and those administered price leaders who can write 
their own ticket come before a public body before they do it in order 
to prevent serious damage to the general public ? 

Mr. GarprattH. Yes. I must say I find myself in broad agreement 
with the Senator and somewhat envious of his more succinct way of 
stating the matter. 

It seems to me that in the present situation we have a clear indication 
of the problem. 

We have had months of inflationary increases in prices. 

Month by month the cost of living has been going up with the ero- 
sive damage to the people of whom Senator Wiley spoke, to those who 
have looked after their own security, who have saved their money, to 
the schoolteachers, the civil servants, and so forth. 

We had the strongest sort of plea from the President for restraint. 
He has said that monetary and fiscal policy could not do the job, that 
it would be necessary to have industry intervene. We have a popular 
President with great prestige. It is hard to understand how moral 
suasion could be brought more effectively to bear than it was in this 
instance. 

Yet on top of that we have had a very large increase in steel prices 
in the last 2 weeks and the prospect that this will work itself through 
the economy with a further round of price increases and a further 
increase in living cost. 

It is plain that this procedure is not working very satisfactorily. 

We are now here examining it after the fact. I strongly suggest 
that we should be examining these things before the fact. 

Senator O’Mauonry. Let me say I have a bill already drafted that 
would require the submission of prices in administered industries to a 
Government agency before they could become effective. 
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I have it already drafted because I introduced it several years ago. 

Mr. Gaerairu. Might I, Mr. Chairman, add 2 or 3 paragraphs? 

Senator Keravver. Dr. Galbr aith, we are anxious for you to finish 
your statement. 

As I understand this, without suggesting any specific method, you 
are anxious that some method, whether voluntary or otherwise, be 
agreed upon so that the contr olling and restraining influence of public 
opinion may be brought to bear on higher prices and the action of 
unions and the action of administered price businesses at a time when 
it will do some good. 

Mr. GatpraitH. That is right. 

Senator Keravuver. That is what you are advocating ? 

Mr. GatsrairnH. And in my exchange with Senator O’Mahoney I 
am sure it is understood that this is related to negotiation of collective- 
bargaining contracts. 

Wage rates are involved here too. 

Senator Dirksen. Let’s assume the existence of the procedure, a 
legal procedure such as suggested by the Senator from Wyoming, and 
the price increase goes into effect a few times in different industries. 

How long w ould it be before we would be toying with economic con- 
trols on prices and wages ¢ 

Mr. GauprairH. These are matters of judgment, Senator, but I 
should say that if the present inflation continues, and the present proce- 
dure continues, the danger is at least equally great and possibly even 
greater. 


We are not talking about an unhappy proposal as against an ideal 
alternative. 


The present situation is by no means ideal, as I think you would 
perhaps agree. 

Senator Winey. Mr. Chairman, these last few ideas that have been 
brought out brought to my mind what I have said so many times. 
You have got to ‘be careful that the remedy is not worse than the 
disease. 

But I am going to ask you this: It is your function now since we 
have had you here to suggest tous a mechanism. In time of war we 
don’t hesitate to fix prices and everything else. We h: ave a war now 
on 100 million insurance policies that have been shot in half. We 
have the farmers, schoolteachers, small-business men. We have a 
war on our own people. I am not saying that fixing of prices is the 
remedy, but with your fine brain, can you give us the mechanism, can 
you give us the idea that will stop this war upon our own folks in 
this country ? 

That is the thing that I am interested in. 

Mr. GatprairH. Let me add one more paragraph by way of sug- 
gestion—a suggestion which I have advanced before. ‘In the admin- 
istered price ‘industries we might have provision for a standstill on 
price increases for a period after the conclusion of any new wage 
contract. 

This would insure that wages, in the ancient manner, are bargained 
for out of proceeds and not automatically passed on to the public. 
No more would be paid than could be afforded, and there would be a 
chance to see what could be afforded before prices were raised. 

Some no doubt will be prompt to suggest that all such proposals are 
inconsistent with our economic tradition. So, I would hazard, is 
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inflation and a policy that discriminates in its effect as between the 
small and the weak and the strong and the great. 

Moreover, I would argue that our economic tradition is essentially 
pragmatic. 

It consists, after much argument, in doing what the situation re- 
quires. Most of what we have done over the years that we now 
value has, at one time or another, been held inconsistent with our 
economic creed. 

I should like to add, by way of interpolation, my frank agreement 
that all of these proposals are to some degree uncomfortable. 

I should like to add, however, that it is not the function of an econ- 
omist to come before a committee of this sort and confine himself to 
pleasantries. 

Alfred Marshall, the great economist of the past century, said that 
an economist was failing to do his job if he ever became popular. 

However, in advancing these suggestions as to the direction discus- 
sion should follow, I am not sanguine as to the chances for serious 
consideration. These are days when we like our economics to be non- 
controversial and in which hope and supplication are highly regarded 
as alternatives to action. There will probably have to be a bit more 
suffering before it is discovered that these are not always sufficient. 

Thank you very much, Mr. Chairman. 

Senator Keravuver. Dr. Galbraith, we appreciate your coming down 
and giving us this analysis, an excellent analysis and challenging 
statement. I should just like to ask two brief questions of my own. 

You dealt with the restraining influence that would be felt both 
by administered price businesses and also I suppose you would include 
unions operating in those businesses—— 

Mr. GatpsrarrH. That is right. 

Senator Keravver. By public discussion before some action is taken 
rather than the action being taken and allowed to progress with dis- 
cussions and recriminations afterwards. 

As a matter of fact, that kind of procedure has worked with some 
effectiveness in past days; has it not? 

I remember at the beginning of World War II that we had some 
effective restraints upon price increases and also wage increases with- 
out formal legislation cal without any actual law having been enacted 
for a period of a year and a half; did we not? 

Mr. Gatprarru. That is right; yes. 

Senator Keravver. And also at the beginning of the Korean war, 
President Truman’s very forceful appeal had some effective restraint; 
did it not? Is that the kind of thing that you think might be done? 

Mr. Garprarru. Yes. In these industries where there is adminis- 
tration, which is to say that there is a substantial area for discretion, 
then I do not think we can minimize the weight of public and congres- 
sional opinion brought effectively and clearly to bear. It is not 
brought to bear at the present time. It comes after the fact. 

Senator Kreravuver. And also Executive opinion. 

Mr. Garpratrn. And Executive opinion. At least I think we 
should give this a try. We should give this a try before we go to 
discuss more serious and somewhat more arbitrary measures. T am 
not without experience in the matter of price administration. TI had 
two very difficult years of experience with it and while I cannot say 
that it curled my hair, it did gray it some. 
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Senator Krravver. Senator O’Mahoney? 

Senator O’Manonry. No questions, sir. 

Senator Keravuver. Senator Wiley? 

Senator Winey. It has been suggested to me because we have a little 
controversy coming up in relation to natural gas, would you say that 
crude-oil prices are » administered prices? 

Mr. Gatprarru. I think this would be a fair characterization; yes. 

Senator Witry. Would you say it is true natural-gas prices are fixed 
in much the same way as crude-oil prices are established ? 

Mr. Garsrarrn. Yes; this is one of the facts in the industry which 
I regard as more or less inevitable. 

Senator Wirey. In order to give the common parlance, an adminis- 
tered price simply means a price fixed by those who have the power 
to fix it? 

Mr. Gausrairn. That is right; yes. 

Senator Winey. So if there is no chance to review by any commis- 
sion the price of gas when it is about to enter the pipeline, it would sim- 
ply mean that the price could be fixed at any level, and that would be 
en administered price and the consumer would be administered a good 
licking. 

That is what you mean? Oh, you can say yes. 

Mr. Garsrairn. Yes. 

Senator Wirtry. Does that not mean that unless there is an overall 
power some place in relation to the transportation of gas and oil, that 
we will have the administered price system to the detriment of the 
consuming public? 

Mr. Garprarrnu. I think that is right; yes; 

Senator Witry. As a neophyte, sir, I want to thank you for a very 
illuminating paper. 

Mr. GaxpratrH. Thank you. 

Senator O’Manoney. I am very much impressed, Senator Wiley, by 
questions you have asked, because they lead to a very important prob- 
lem which is now pending before the White House with respect to 
what the President will do under the authority delegated to him by 
section VII of the Reciprocal Trade Extension Act of 1955 to restrict 
the imports of crude oil and residual fuel. 

A Cabinet Committee on Energy Resources about a year and a half 
ago recommended to the President that the importations of crude oil 
from abroad, including residual fuel, should be limited to about 56,000 
barrels per day. The recommendation was based upon the conclusion 
that if the United States were to continue to be the market for im- 
ported foreign oil, the domestic industry would be seriously injured 
and the national defense would be threatened because if the production 
of oil is restricted in the United States instead of importation of oil 
being restricted, then our capacity to develop petroleum in the event 
of war cutting off the foreign supplies would be very, very seriously 
jrapaired. 

Suggestions have been made that these imports could be restricted by 
voluntary agreement among the big importing companies. They are 
primarily integrated companies. They produce oil, they refine oil, 
they transport it in huge fleets of tankers, and they distribute it to 
the ultimate consumer. The evidence before this subcommittee 
showed that 8 or 9 of the companies that formed the Middle East 
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Emergency Committee operated some 239,000 local filling stations in 
the United States. The latest report from the American Petroleum 
Institute shows that during the weekend June 29, 1957, just a few 
days ago, so to speak, the imports which were on the average in 1954 
at 656,000 barrels daily had now reached the average of 1,769,000 
barrels. 

If that continues, the school income in most of the oil-producing 
States, at least of the West—I know it is true in Wyoming, I know 
it is true in Oklahoma, I believe it is true in Montana and Colorado 
and elsewhere, and in Texas—the royalties which the State govern- 
ments receive as a result of the production of petroleum within their 
boundaries are shared in large part by the school systems of the 
various States. 

There was an announcement, within the month of a plan by three 
of the large importing companies to form a subsidiary corporation. 
I think the corporation has already been formed. It is called the 
Laurel Pipeline Co. It is intended to transport oil products from 
Philadelphia to Pittsburgh and to Cleveland. 

The meaning of this pipeline is only that oil products made from 
cheap imported crude oil will be piped into the area of the United 
States where our own domestic oil products are now being sold, and 
if the experience of the past is any guide to the experience of the 
future, we know that those oil products will be sold to the public not 
at a low price commensurate with the low-producing cost in the Middle 
East and elsewhere abroad, but commensurate with the high-produc- 
ing cost within the United States because of the increased price of 
steel and other such commodities, and the final result. of course will 
be to drive domestic producers out of the domestic market, depriving 
the States and the school districts of their income and increasing the 
margin of profit for the integrated companies that now operate on 
a world scale in the producing, the refining, the transportation and 
the distribution of oil and oil products. 

So you have been dealing, sir, this morning with a question which 
is of immediate interest, and is now pending before the White House 
for decision. 

There has been no partisan demand among the Members of Con- 
gress to bring about some action for the restriction of these imports 
of oil to protect the consumer and protect the independent and 
eventually to protect the whole domestic oil industry itself. 

Senator Wirry. I wanted to make sure that my whole idea in 
questioning that was that a Federal Government commission, I believe 
you said, should continue to review the administered price for natural] 
gas, should it not, when it comes through the pipelines. TI am inter- 
ested. While we don’t have oil like the Senator has out his way. we 
have consumers, and I want to see that they are not taken for another 
ride. I trust that. will be the attitude of my distinguished colleague 
to my right in relation to the gas bill. 

Now on the subject of imported oil, I can only say I think that 
much of the oil from the Mid-East should be restricted. However, 
we have also got to consider, some of us, our foreign relations. Our 
biggest market for the goods we produce in this country is in Canada, 
and another big market is in Venezuela, and both countries are pro- 
ducers of oil and gas. 
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I would like to get some of that Canadian gas into my own State 
so that I won’t be in competition with Texas gas so that they could 
charge my people excessive prices, so there we have got a little bit 
of a difference between you and me, I take it. 

Senator O’Manoney. I don’t think so. 

Senator Krerauver. Dr. Galbraith, do you want to comment upon 
the statements or questions that have been made? 

Mr. Garsratrn. I would really cherish the opportunity of not doing 
so. 

Senator Kerauver. Senator Neely, who is a member of this com- 
mittee, and unfortunately could not be here this morning, has asked 
that this question be submitted to you. 

In your recent article in the Harvard Business Review, you gave 
the oi] industry as an example of an administered price industry, and 
coal as an example of a competitive or a nonmarket control industry. 

When the two come into direct competition, such as in the fuel 
market, what advantages or disadvantages does the administered price 
oil industry have over the coal industry ? 

Mr. GatprairH. That is a very interesting question of Senator 
Neely’s. It is one that I have devoted a certain amount of time and 
attention to in the past. It takes us a little out of the range of this 
discussion this morning. The great competitive advantage of the oil 
industry in invading the markets hitherto enjoyed by both the bi- 
tuminous and the anthracite industry, I really think, is based on 
superior technology and superior marketing and not on the difference 
in market structure. 

The oil industry, partly because it is an administered price industry, 
has had substantial resources available for research and development 
and for improving its product in a way in which the coal industry 
has not, and this [ think was a very substantial factor in its com- 
petitive invasion of that industry. 

Senator Kerauver. Would you like to submit for the record certain 
parts of your article in the Harvard Business Review in this con- 
nection ? 

Mr. Garprarri. I have a feeling that Senator Neely is referring not 
to an article in the Harvard Business Review but to a book, and I will 
look and see if this is in a form where it could be taken and submitted 
usefully, if that would be satisfactory. 

Senator Keravuver. Fine. 

Dr. Gaterarru. I have been very much impressed with your discus- 
sion of how present so-called tight money policies, while they either do 
not affect or make credit more available to the larger price-adminis- 
tered industries, reduce the chances of the small-business man and the 
non-price-administered industries to secure credit. 

For the record, I want to refer specifically to the discussion that 
you made of this subject in your article Market Structure and Stabili- 
zation Policies which will be printed in the record. 

One paragraph I shall read and then ask Senator Carroll if he has 
any questions. 

You state: 


Some preference for the large consumer is all but inevitable when credit is 
being rationed. Other things being equal such firms are more economically 
served. Their size, of course, gives them a great chance of resorting to nonbank 
sources, or they may have multibanking connections. All this reduces the 
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chance that they will be denied credit and very much reduces the chance that 
they will ultimately be deprived of all sources. 

Then you go on and talk about the plight of the little fellow. 

Senator Carroll, we are happy to have you here. You are invited, 
as well as other members of the Interior and Insular Affairs Commit- 
tee, to sit with us and participate in this hearing. You have made a 
great contribution to other hearings and an important part of this is 
the development of our national resources, and we are glad to have you 
with us. 

Do you wish to ask Dr. Galbraith any questions ? 

Senator Carrott. Thank you, Mr. Chairman. I am he Py to be 
invited to be with you, especially since the committee is discussing 
some of these matters with an old friend of mine, Dr. Galbraith. 

Early in the last war we were together in the Office of Price Admin- 
istration. I ran away from it and got into the war but the doctor 
stayed. He had more courage. I would like to say, Doctor, that I 
have read very carefully your statement and I think it is the finest, 
clearest statement that I have read on tight money policies since I 
have been here. 

I am speaking for myself. Perhaps I am not as widely read as 
others, but it is very clear to me that the analysis which you have 
given on tight money and its effect upon the farmer, the small-business 
man, is exactly what is happening in Colorado today. 

With reference to the tax writeoff, under the chairmanship of Sena- 
tor Kefauver we have had considerable experience with that, and it 
seems to me that your remarks are very, very pertinent there. 

I am a little bit shocked to see that you don’t seem to have placed 
too much emphasis on the importance of the Sherman Act, and [ 
would like to have you elaborate on this. While the Sherman Act 
may not be able to remake our society, would you not say that it can 
exert a restraining influence upon concentration in key industries, 
through investigation or prosecution ? 

Mr. Garsrairu. I am not an opponent of the Sherman Act. I 
think it is one of the most useful pieces of legislation we have, and 
as I have said on many occasions, it seems to me that it expresses the 
business conscience of the community in maintaining fair competitive 
relationships between the small and the weak firm and the large and 
strong firm. 

My only concern in this paper, sir, is to counter a tendency to regard 
the Sherman Act as a cure-all. Because it is a piece of good legisla- 
tion it doesn’t do everything, and on a great many occasions people 
have escaped the need to think harder about a problem by making a 
ringing plea for stronger enforcement of the Sherman Act and then 
departing. 

The Sherman Act will do some things, but it will not deal with the 
problem that we are here discussing this morning, in my judgment. 

Senator Carrouu. That is a curb, a restraint, but not a cure-all. 

Mr. Gatpraitrn. That is right. 

Senator Carroiu. I have been reading your book on American cap- 
italism. One of your students told me about this in Colorado and 
suggested I read it so I would be as well informed as he is. 

Mr. Garsraitru. I would like to know this student better. He is not 
only a good student but he is commercial advantageous as well. 

( Discussion off the record. ) 
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Senator Carro.u. I certainly recommend its reading. It is a very, 
very fine book, and I must say it was much easier to read than your 
article, Market Structure and Stabilization Policies. 

A few economists have been writing in what you call economic 
shorthand so the lay people would understand it more clearly and 
that is why I especially commend you on your statement this morning. 
This is set forth in such simple, concise language that even a Senator 
can understand it. 

Mr. GatsrairH. Thank you very much. I am sure you do yourself 
an injustice, sir. After all you area lawyer. 

Senator Carroti. There are some lawyers that have difficulty in the 
field of economics, and in law too as I listen to debates day by day. 

Under the chairmanship of Senator O’Mahoney, we have just fin- 
ished an extensive investigation into the oil industry. Perhaps in our 
system, in our society, there can be no limitation upon profit except 
the restraint of the industry itself. But it just seemed to me as a 
newcomer here in the Senate that the major oil corporations are mak- 
ing a tremendous profit, while they are administering their prices, 
which in turn have a great oliciaannea effect. I recognize that it is 
difficult to place a profit ceiling. In a sense where we have 4 or 5 
major corporations m an industry, in effect setting a price which 
affects the public interest, I am wondering if there is any way except 
the way that you have recommended here that that can be regulated. 

What bothers me is this: Humble Oil increased on January the 3d 
its price for crude oil by 35 cents a barrel. Texas moved up to meet 
it. Gulf Oil moved up to meet it. It had the inflationary effect, it 
was estimated, of about a billion dollars. These were all administered 
prices. 

As we looked at the profit structure of these giant corporations, it 
seemed to me at least that they weren’t suffering in any way. They 
were expanding all the time. As you have pointed out in your state- 
ment, many corporations were plowing back in for capital investment 
at least half of their ear nings. In the case of the Humble Oil Co., in 
1941 their capital investment was about $328 million. In a period of 
15 years it grew to over $114 billion. 

The profits, the net earnings would be taken, half distributed im 
dividends, half plowed back into capital investment, thus increasing 
the capital structure. But the most important thing and this is 
what I would like to have you comment on—is the enhancement of its 
own stock. In 1941, it had a range of 13 to 17, then split twice, and 
rose to 132 in 1956—a tremendous increase in value. 

I think that would be true in most of the larger corporations today. 
We can’t eliminate the profit system, but perhaps we can regulate it. 
What is the answer to that sort of thing, if there is an answer? 

Mr. Gatsrairu. That is a very large question. Let me say first that 
it is Very easy on an occasion like this to come in with a ringing attack 
on price controls, and one can establish a reputation of unparalleled 
soundness by just using enough rhetoric of this sort. 

It is doubtless particularly important for anyone, as in my own 

case who has ever been associated with price controls, to show that he 
has no lurking and lingering fondness for them, to exempt himself 
from any such charge, exclude himself from any such charge. 
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This really doesn’t get us very far. I myself feel that for purely 
analytical as distinct from rhetorical reasons, we should be cautious 
about a too-elaborate system of price regulation. It has a high ob- 
solescence factor. Life changes and the regulations don’t. It also is 
to some extent self-liquidating. The man who seeks to evade the regu- 
lator will always be one step ahead of the regulator and eventually he 
will defeat him. 

Perhaps the strongest reason that I would be against price and wage 
controls in any comprehensive form is that they are useful in extreme 
situations, and we shouldn’t use up that resource until we are really 
in trouble. We should reserve it for then. 

On the other hand, even businessmen themselves every day say “we 
must use statesmanship” in pricing. We must use restraint, and we 
are agreed analytically that there is a large area of discretion here 
in industries like those you mentioned for individual management de- 
cision. 

Now if this is true, if the public interest is very much involved here, 
as it certainly is, then I should think that the first step is that we have 
a procedure for these basic administered price industries by which the 
public industry is made clear in advance. 

This is not a simple matter. As I suggested to Senator Dirksen, you 
can easily reduce a proposal of this sort to an absurdity. Nonetheless 
when there is danger of inflation some procedure by which, in the core 
of basic administered price industries, we have a system of notice be- 
fore large industrywide price movements seems to me desirable. Then 
we have the opportunity, as I say, for full discussion, and if the indus- 
try after discussion proceeds—well, it does so with the full respon- 
sibility of the action in mind, and the full onus of the ultimate con- 

uences which it may be inviting. 

enator Carroxu. In other words, turn the spotlight of public 
opinion on them ? 

Mr. Gaterarru. That is right. 

This would be, it would seem to me, the first move we should take 
in this direction. 

Now, a great many people will be horrified by that suggestion, and 
I would only ask them whether they should not i a little bit horrified 
by the inflation that we are having now. 

Senator Carrotu. That leads me to the next question. 

Senator Keravuver. Senator Carroll, I am sorry but in view of the 
fact that the Senate is in session, while no objection has been lodged 
to our sitting, I feel that we must terminate this hearing at this time. 
I know that Mr. Dixon and Dr. Blair have some other questions; Mr. 
Chumbris may have some too. 

Could we furnish you in writing some of our questions? 

Mr. Gatprairn. Surely. 

Senator Kerauver. The questions and answers will be included in 
the record. 

Tam sorry for this, Senator. 

Senator Carroxu. I understand, Mr. Chairman. 

If I may ask one short question and obtain an answer to it, Mr. 
Chairman. 

Senator Keravver. All right. 

Senator Carrotz. Dr. Galbraith, do you regard the inflation, this 
10- or 12-month consecutive price increase, as dangerous? 
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Mr. GatprairH. Well, “dangerous” is a very strong word. I am 
impressed with the amount of damage that it does to the weakest, most 
vulnerable people in the community, and it seems to me to be one of 
the marks of a civilized community that we consider people who are 
living on their savings, that we consider protecting the institution of 
savings itself. 

I was in Louisville yesterday talking with a group of schoolteach- 
ers. One of them said, in a rather depressed voice, “When do you 
think we will ever have a wage increase which is not eaten up right 
away by inflation?” 

Now, this is something which we cannot be sanguine about. While 
I would not go so far as to use the word “dangerous”, I will say it is 
certainly something that we should not regard in a contented frame 
of mind. 

Senator Carrotu. Doctor, this is what I find in Colorado: School- 
teachers, firemen, policemen, postal workers, Government workers, 
those with fixed incomes; all of these groups are not being cruelly 
pressed as they were in the serious days of inflation which you have 
mentioned. But they are caught in the squeeze just as the farmers 
are caught in the squeeze with rising prices, with incomes falling, and 
with the tight money policy affecting farmers and small-business men. 
While you think the situation is not “dangerous,” it is sufficiently 
acute that you think it should be given very serious consideration ? 

Mr. Gavprairu. I do, indeed. 

Senator Carroitu. [ thank you very much. 

Senator Kerauver. We will submit some other questions to you, Dr. 
Galbraith. 

Again may I thank you, on behalf of the subcommittee, for adding 
to the public consideration, in a very substantial and intelligent way, 
of this important question. 

We will stand in recess now until 9:15 in the morning. At that 
time, our witness will be Dr. Gardiner C. Means. 

The committee will recess now. 

(Whereupon, at 11:30 p. m., the subcommittee was recessed, to re- 
convene at 9: 30a. m., Friday, July 12, 1957.) 

(Dr. Galbraith’ s article, previously referred to, is as follows:) 


MARKET STRUCTURE AND STABILIZATION Poricy 
John Kenneth Galbraith * 


Although such generalizations must always be made with caution, differences 
in market structure—differing degrees of monopely and competitiveness—have 
not usually been thought of central importance in their bearing on general price 
movement. It has been customary to assume broad homogeneity of product 
markets—the labor market is ordinarily treated as a special case—and the 
particular assumptions have not been considered decisive for the analysis. Cer- 
tainly in the Keynesian tradition market structures have been assigned a sec- 
ondary role as compared with the aggregative relation of demand to the level 
of employment and the current capacity of the economy. 

At least one reason for the small importance attached to market structure 
in macroeconomic analysis is the historic division of labor in economic: itself. 





1T am grateful to numerous of my colleagues—Profs. Abram Bergson, Seymour E. Harris, 
Richard H. Holton, Arthur Smithies, and Jan Tinbergen, and Mr. John Pincus—for com- 
ments and suggestions, and similarly to the members of the staff seminar of the Rand Corp. 
where I first offered these ideas. Needless to say, all are accorded the usual discharge from 
responsibility. 
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Analysis of the market relationships of the firm and industry has been con- 
ducted on one compartment, that generally identified with value and price theory 
and industrial organization. The aggregative analysis is the offspring of money, 
banking, and business-cycle analysis. As Fellner has observed, “The process 
of including problems of cost-price structure in the theory of employment is 
still in its early stages.” Aggregative analysis “is frequently made to proceed 
on the assumption of a given cost-price structure. * * * At the same time, value 
theory typically proceeds on the assumption of a given aggregate output and 
employment.” ? 

The bearing of market structure on the efficacy of monetary and fiscal policy 
is, if anything, even less explored territory. In 1955 and 1956 there were wide- 
spread complaints from farmers and small-business men that monetary policy 
was adversely affecting their development. No similar protest was evident in 
the case of large firms.” Again, however, there has been little substantial analy- 
sis. Most of the outery was dismissed as the inevitable reaction to a necessarily 
painful policy.* 

I 


I should like to begin by sketching briefly the empirical setting of the problem. 
Neither this nor the later discussion implies any forecast as to the persistence 
of the price movements under discussion. This analysis leads to doubts as 
to the efficacy of present weapons of economic control. It is not a corollary that 
the investment boom, which is at a high pitch as this is written, will last forever. 

Between 1951 and 1956 there was a marked divergence in the movements of 
different price series for domestically produced products. At least on super- 
ficial view, these coincided with broad differences in market structure in the 
economy. Following the upsurge of prices in late 1950 and early 1951, the prices 
of durable manufactures remained strong. In a number of individual series 
there was a moderate reduction in 1952, following which there was a further 
increase. For a number of important products, most notably steel and steel 
mill products, a large number of metal products, and most machinery, there 
was no reduction at all. Prices continued to gain steadily after 1951. In 
September 1956, prices of semifinished steel products were 183.1 percent of 
their 1947-49 average; finished steel products prices were 168.7. Metalworking 
machinery was 159.6 percent, electrical machinery 140.3 percent. For con- 
sumer’s goods—a point of some importance—the increase, though substantial, 
was somewhat less. For example, passenger cars in September were 131.1 
percent of the 1947-49 average. Furniture and other durables were 119.7 per- 
cent. 

In sharp contrast, several important series fell steadily after 1951, at least 
until 1956. The leading case, of course, was farm products which averaged 113.4 
in 1951 (and reached a monthly peak of 117.6 in March of that year) and by 
December 1955 had fallen to 82.9, and which stood at 90.1 in September 1956. 
Cotton products by the latter date had fallen to 91.5, synthetic textile products to 
80.4, and apparel of all kinds to 99.7. Despite the fall in farm products, processed 
foods as a group declined only moderately from an average of 111.4 in 1951 to 
101.7 in 1955, with a gain to 104 by September 1956. However, this average covers 
some highly divergent movements. Thus bread in September 1956 (New York) 


2 William Fellner, A Survey of Contemporary Economics (Philadelphia, 1948), p. 86. 
An important recent exception is Donald Patinkin’s Money, Interest, and Prices (Evanston, 
eee : However, Professor Patinkin is not much concerned with the problems here under 
discussion. 

A very suggestive article which anticipates several of the points made here is Prof. E. S. 
Mason’s Competition, Price Policy, and High-Level Stability. This paper was originally 
given before the Second 1947 Economic Institute of the United States Chamber of Commerce 
and is now available in Economic Concentration and the Monopoly Problem (Harvard 
Economie Studies C ; Cambridge, 1957), pp. 168-195. 

* Prof. Sumner H. Slichter has called attention to probable discrimination and damage 
in the long-continued application of credit restraint, and he has cited especially the case 
of new and small enterprises (letter to the New York Times, December 30, 1956). The 
problem received some attention in the Executive messages to the present Congress. 

*T have touched on the relation of market structure to macroeconomic policy on two 
previous occasions. In my Theory of Price Control (Cambridge, 1952), I have related 
different market structures to the problems of price control and to product maximization 
in an inflationary context. In American Capitalism (Boston, 1952; revised edition, 1955), 
I have anticipated part of the present discussion by arguing that the inflationary dynamic 
of the organized and monopolistic sector of the economy is important in the inflationary 
process and also that it limits the effectiveness of fiscal and monetary controls. 
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was 144.6; flour (Minneapolis) was 97.5; butter was 87.8; condensed milk was 
120.7." , 

The contrast between this inflationary movement and those of World War II 
and the Korean war will be evident. In both of the earlier periods farm, food, 
and textile® prices rose rapidly ; the increase in the prices of durable manufac- 
tured products was much more gradual. In recent years it Is the prices of manu- 
factured durable products that have increased, although the pace, as before, has 
continued to be deliberate. Farm, textile, and apparel prices remained relatively 
stable or they declined. 

Something accounts for these divergent movements. In a broad empirical 
view, the dividing line seems to be between a part of the economy where firms ure 
usually numerous and market control is slight and the part where concentration 
is greater and the incidence of market control greater. The distinction seems 
even to carry into individual markets, While farm prices, where market control 
is slight, went down, manufactured food prices, where concentration is much 
greater, remained nearly stable and the processing margin increased sharply. 

Writing in 1947, and contrasting the rapid increase in preceding months in 
“grains, poultry and dairy products, textile fabrics, lumber, and other items 
produced in what we are accustomed to call competitive markets” with the much 
smaller rate of increase in prices of “iron and steel, petroleum products, heavy 
chemical, aluminum, glass, or other items produced in the highly concentrated 
industrial sectors of the economy” Professor Mason concluded that the “explana- 
tion of differences in price behavior and in price policies is to be found mainly in 
the differences of structure of different product and service markets.”* On 
general view, the differences in structure would still seem to explain the differ- 
ences in price behavior with the difference that in the later period it is the 
products of the concentrated sector that have been rising while those of the 
competitive sector have been relatively stable. 

If market structure has a bearing on inflationary price behavior, then the fur- 
ther question arises whether it bears also on the effectiveness of controls. This 
question gains point because in 1955 and 1956 monetary policy was applied with 
indifferent success, measured by the usual test of results. And increasingly it 
was suggested that the failure, or at least the lack of success, lay in the area of 
wage-price relationships. “The monetary authorities cannot be expected to do 
their job without the cooperation of management and labor.”* Such observa- 
tions imply a specific type of market structure, one in which the labor market is 
organized and in which management has a measurable control over prices. 
Were it not so—were there no unions and were individual producers powerless 
in relation to prices as in the case of agriculture—then it would be meaningless 
to talk about such cooperation. 

Finally, especially during 1956, there were the numerous complaints by 
farmers and small-business men about the effect of monetary policy on their 
operations. There was evidence to support their complaints. The number of 
business failures—effectively those of smaller concerns—rose somewhat in a 
period of general prosperity.’ Earnings of smaller manufacturing corporations 
were low and showed no perceptible trend at a time when earnings of larger 
firms were highly favorable.” Between the final quarter of 1954 and the second 
quarter of 1956, the gross investment in property, plant, and equipment of firms 
With assets of less than $1 million increased by 0.7 percent. Gross investment 
of firms with assets in excess of $100 million increased 16.6 percent." There is 
at least a chance that monetary policy, as it is now being administered, is having 


5'The figures given in each case are for the month of September (U. S. Department of 
Labor, Wholesale Prices and Price Indexes). The list of the series that have fallen is not 
exhaustive ; a great number of individual products ranging from streptomycin to television 
receivers, reflect in their prices major technological changes or rapid market development 
during the period. ! ' 

® With the exception of synthetics, which increased but slightly and soon resumed what 
seems to be a secular decline. 

* Economie Concentration and the Monopoly Problem, op. cit., p. 170. 

§ J. Cameron Thompson, The Realities of Tight Money (Committee for Economic Develop- 
ment; New York, 1956). The italics are mine. Essentially the same observation was made 
by President Eisenhower in his state of the Union and economic messages in January 1957. 

® Failures in recent years have been as follows: 1952, 7,611; 1958, 8,862: 1954. 11.086: 
1955, 10,969; 1956 (estimated), 12,750 (Dun & Bradstreet). The average liability has 
been between $37,000 and $45,000, which indicates the small size of the firms. : 

1” Federal Trade Commission and Securities Exchange Commission, Quarterly Financial 
Reports for Manufacturing Corporations. , 

“Ibid. The reader will observe that some movement of this sort, although hardly of 
such magnitude, is normal in a period of growth. r 
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a marked effect on the structure of the economy, an effect which should invite 
at least the ritualistic protests of the friends of small enterprise. 


II 


Any explanation of the relation of market structure to inflation and its con- 
trol implies, first of all, a view of such structure. I propose to assume only 
that the economy is distributed between different structural forms and that an 
analytically significant part approximates the pure competitive model where no 
individual producer has power to influence prices and that in another significant 
part prices are subject to monopoly power. ‘The latter I identify more spe- 
cifically with small numbers or oligopoly: price making there reflects the some- 
what varied patterns which we identify with oligopolistic rationality. My 
assumption amounts to saying that an important part of the economy is like 
or approaches the organization of agriculture and that another important part 
approximates the organization of the steel industry. My conclusions are not 
altered in kind, although they will be quantitatively changed, by the distribution 
of industries in between.” This should be acceptable even to those (if such 
there be) who are practiced in subordinating their observation of markets to 
their preference system. 

The central clue to the problem is in the differential rate of adaptation of 
different market structures to changes in demand. This is a matter of prime 
importance: the solution it yields is also generally consistent with present 
conclusions as to the behavior of competitive and imperfect markets. 

Inflation, either before or subsequent to the point of what Keynes called 
true inflation,” presents itself to the individual firm in the form of an in- 
crease in demand both for its product and for the factors which it employs, In 
the case of the purely competitive market—archetypically the market for an 
agricultural product—the process is commonplace. The increase in demand 
brings an increase in price for the currently available supply. The adaptation 
of prices to the increase in demand is automatic ; in the nature of the competitive 
merket no individual has the power to halt the adaptation. The price adapta- 
tion proceeds pari passu with the increase in demand; it is completed pari passu 
with the completion of the movement in demand. 

If it is a general inflationary movement, factor prices will also be rising. 
However, an increase in a factor price in these markets does not of itself cause 
an increase in price. Prices will only rise as the result of the adjustment by 
firms of their production to the new marginal cost-price relationship, this in 
turn bringing a new price equilibrium. 

In sum, in these markets price adaptation to changing demand is contem- 
poraneous and, hence, always complete. Price adaptation to changes in costs 
requires time, depending on the period of production and the capital transforma- 
tion period. In all cases the rate of adaptation is market controlled; none of 
the aggregate industry effect is subject to the discretion of the individual firm. 

None of the foregoing requires lengthy elucidation; it is the ancient and 
familiar model of price and supply responses in the competitive market and with 
no adornments. But neither does it depart from the broad reality of agricul- 
ture, bituminous coal mining, forest products, the staple branches of the cot- 
ton textile industry—wherever, in short, producers are numerous in the same 
market and each firm (or even most firms, as measured by aggregate volume) 
is too small to have a determining influence in the common market. 

In the opposite case, that of the oligopolistic market, the response pattern is 
very different. Since it is also subject to alteration by individual entrepreneuria! 
decision, the outcome is less predictable. However, the regularities are more 
than sufficient for the solution of the present problem. 





2My reference to agriculture can be assumed to be ex price and produetion controls. 
although in an inflationary context the qualification is not an important one. ‘There will 
be some, I am sure, who will object at least mildly to my implied picture of an industrial 
continuum with markets of large numbers at one extreme and of small numbers and 
monopoly at the other. I, of course, agree that product differentiation may lower the 
elasticity of substitution within what are called industries and that substitution may be 
appreciable as between products of different industries. None of this is analytically 
important for present purposes. 

™ “When an increase in the quantity of effective demand produces no further increase in 
output and entirely spends itself on an increase in effective demand we have * * * true 
inflation. * * * Every previous increase in the quantity of money is likely, so far as it 
increases effective demand, to spend itself partly in increasing the cost-unit and partly in 
ingreasing output” (General Theory of Employment, Interest and Money (New York, 1936), 
Pp. 3 8). 
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The first regularity is that the inflationary shift in demand presents itself 
to the oligopolistic firm in the form of an increase in orders or sales rather 
than in the form of an increase in prices. This is inherent in all but the most 
exceptional oligopolistic solutions; the convention requires group adherence to 
given prices or price structure and differentials to which all are interdependent- 
ly subject. To this end there must be a reasonably definite price, subject to rea- 
sonably deliberate change. The immediate effect of the increase in demand will 
be to move the firm nearer capacity production. If it is already producing at 
capacity the effect will be to increase its backlog. 

These are the first effects. The price adaptation must always come later and 
as a result of specific entrepreneurial decision. This adaptation is not auto- 
matic as in the competitive market; again, in all but the most exceptional cases 
there will be some time interval. During this interval profits are not maxi- 
mized. The point can hardly be disputed; if prices were at a level to maximize 
returns before the shift in demand, they cannot be afterward. And if they did 
not maximize returns before they will not, except by accident, do so after- 
ward. 

I come now to a central point. With inflation, the demand curves of the firm 
and industry are moving persistently to the right. Under these circumstances 
there will normally be an incomplete adaptation of oligopoly prices. Prices will 
not be at profit-maximizing levels in any given situation, for the situation is con- 
tinually changing while the adaptation is by deliberate and discrete steps. This 
means that at any given time there will ordinarily be a quantum of what may be 
called unliquidated monopoly gains in the inflationary context. The shift in 
demand calls for a price increase for maximization ; since the adaptation is cur- 
rently incomplete, prices can at any time be raised and profits thereby enhanced. 
Absolute generality cannot be claimed for this proposition. There is an obvious, 
although I think outside, possibility that although adaptation is by discrete steps 
there will be anticipatory adaptation at each move. The full case also requires 
consideration of the factor markets which will also be under inflationary pressure 
and to which I turn presently. I should like to argue that under quite common- 
place conditions the lag in adaptation will be considerable and the unliquidated 
short-run monopoly gains substantial. 

First, there are commonplace features of the oligopoly solution which are rele- 
vant here. One is what Professor Bain has termed the inevitable imperfection 
of collusion—the fact that any change under conditions of interdependence takes 
time.“ In the context of inflationary demand, it is true, the time may be reduced. 
The individual firm can raise prices without short-run loss of customers. But 
the habit of awaiting leadership or the formation of a tacit consensus can be 
assumed to continue. The use of average-cost pricing is recognized as a restrain- 
ing influence. 

A much more important factor making for incomplete adaptation is the con- 
flict between short aand long run maximization and the high probability that 
prices which would keep profits at a maximum at any given time will defeat the 
goal of maximizing profits over time. Effective merchandising and good com- 
mercial relations ordinarily require a measure of price stability and hence the 
sacrifice of short-run opportunities. So, frequently, does the maintenance of the 
oligopolistiec convention. To take all that the short-run demand situation per- 
mits may be itself to induce adverse movements in demand for the individual 
firm in the somewhat longer run. Customers will remember and, in the longer 
run, take steps to protect themselves. Potential competitors will observe and in 
the longer run appear. Finally there will ordinarily be some consideration of the 
adverse long-run effects of public ill will. 

Under conditions of inflationary increases in demand there will, almost cer- 
tainly, be increased divergence between the prices that maximize in the short 
and longer run. Then price increases are watched with anxiety by the public.” 
Any firm which undertakes to exploit fully and promptly its short-run position 
will probably be more than usually sensitive to the public and official displeasure 
that it is incurring. Taxation also acts to lower the marginal utility of large 
short-run increments of return. A final reason for restraint comes from the 
factor markets. Wages, the most important factor cost, are not determined 
independently of the profit position of the industry. On the contrary, it is com- 





4% Joe S. Bain, Price Theory (New York, 1952), p. 840. 

#%* A case in point was the popular and congressional reaction in late 1956 and early 
1957 to the increased oil prices which followed upon the Suez crisis and which coincided 
with widespread fears of inflation. 
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monplace that high profits invite the attention of unions. This means that some 
of the gains from maximization will have to be surrendered in higher labor costs. 
Further, in ordinary business calculation wage-cost increases are regarded as 
irreversible ; as a general rule price changes are not. Short-run price maximiza- 
tion thus may invite inconvenient or even what may be regarded as dangerous 
cost movements. Under all these circumstances we can say with considerable 
confidence that, in an inflationary context, the prices indicated by considerations of 
long-run maximization will always be below those which would maximize cur- 
rent return. 

The effect of the foregoing can, moreover, be prices well below levels which 
permit of short-run maximization. Under conditions such as those obtaining in 
late 1955 or early 1956 this seems likely to have been the case. A commonplace 
feature of a firm under inflationary demand is a backlog; in the inflationary 
movement of the midfifties these were taken for granted over a large area of 
industrial production, especially in the field of producers’ durables. A backlog 
means that demand is in excess of what can be supplied at the going price. In- 
stead of rationing thus by queue there could be rationing by higher prices. The 
higher price foregone measures the short-run gain sacrificed. 

One final point must be carefully emphasized. Under conditions in which 
demand exceeds capacity at current prices the industry will ordinarily be seek- 
ing to expand plant and output. Should this expansion at some stage outrun 
the increase in demand—should backlogs disappear and firms begin to operate 
at less than capacity—this does not mean that prices will then be at or above 
the point of short-run maximization. Depending on the shape of the cost and 
demand functions, there may still be unliquidated monopoly gains. Especially 
if these functions are inelastic, as they are presumed to be in the case of pro- 
ducers’ durables, firms may still be able to increase profits by increasing prices.” 


Ill 


The foregoing analysis is, I believe, essential for a satisfactory explanation of 
price movements in recent years. It also provides, I venture to suggest, the first 
wholly satisfactory integration of the wage-price spiral with aggregative de- 
mand and price analysis. This has long been a troublesome point. The wage- 
price spiral (except in transmitting demand effects) is the poor relation of the 
inflation problem. It has never had any real standing in the analysis; at the 
same time, as with the poor, it has been omnipresent. 

The rapid adaptation of competitive prices to the rapid increase in demand 
in the World War II period and in the Korean period accords with expecta- 
tions. In 1948-49 and again in 1953-54, when the increase in demand was inter- 
rupted, these prices promptly subsided. At the other extreme, the prices of 
steel, machinery, and other products of the concentrated sector, after adapting 
much more slowly to the wartime increases in demand, continued to rise when 
the rate of increase in the latter subsided. These price advances were not inter- 
rupted by the appearance of some excess capacity in the steel industry in 1949 
and 1953. In this period there were still unliquidated short-run monopoly gains. 
Prices thus could rise in response to these in the oligopolistic sector while falling 
in the competitive sector. With moderate movements in demand in recent years 
the divergent behavior has persisted. 

We may now consider the relation of these price increases to wage increases 
resulting from collective-bargaining contracts. It is assumed in many industries 
that product price increases will be announced following the conclusion of new 
wage contracts. This is so nearly taken for granted in, say, the steel industry, 
that we now fairly successfully conceal our sense of its inconsistency with the 
accepted economic analysis. For the inconsistency is plain. Capacity opera- 
tions are commonplace, as noted. The meaning of “capacity” is that supply 
is inelastic because the firm is nearing the output where marginal costs approach 
infinity. If marginal costs are approaching infinity they are not increased by 
the wage increase. Thus nothing in the cost situation as it relates to the 
equilibrium of the firm is changed by the wage increase. Since demand in 
accordance with usual (and valid) special equilibrium assumptions is also sub- 
stantially unaffected, the conclusion is inescapable. If the increase is profitable 


16 In reflecting on the chance of getting agreement on my case for nonmaximization I have 
been struck, though hardly encouraged, by Mr. Harrod’s estimate of the probable reaction 
(Profiteering: An Ethical Study, in Economic Essays, by R. F. Harrod, New York, 1952). 
“It is possible that some monopolists * * * have endeavored to provide goods at prices 
related to their costs? At this suggestion loud howls will arise from certain intellectuals. 
It is absolutely ludicrous, it will be said, the apotheosis of nonsense.” 
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after the wage increase, it would have been just as profitable before. More 
briefly, if the firm can sell its capacity output after the wage increase at higher 
price, then it could have sold the capacity output before the wage increase 
at this price and with a proportionately increased average and total return. 

Plainly the firm was not maximizing returns before. The answer—the only 
answer—is that it had an unliquidated margin of monopoly revenue. 

But we must ask what was changed by the wage increase—why do price 
advances occur following the negotiation of contracts? Again the explanation 
is wholly consistent with the model. A price increase prior to the wage in- 
crease would have encouraged the latter. It would have invoked, as noted, 
the problem of the irreversibility of these costs. Once wages have advanced 
these considerations disappear; the higher costs are a fait accompli. Mean- 
while this sequence accords with the requirements of public relations which, 
as noted, are important in the question of short-run maximization. The public 
relates the price increases at such time to the pay increases and thus attributes 
the advance to the unions. The latter provide what Professor Mason has termed 
“an excellent rationalization’ for simultaneous industrywide price increases.” 
In recent years in numerous industries, including steel, it has been customary 
to use the occasion of the price advance, following wage increases, to get sub- 
stantial additional revenues for the company. This is further evidence of the 
presence of unliquidated gains.” 

Some lesser problems may now be disposed of. It will be argued by some 
that in citing the case of agriculture or cotton-textile manufacturing on the one 
hand and steel and the large metal-using and engineering industries on the other 
I am dealing with special cases. Even should these be special cases they are 
highly important ones. If my argument is applicable to these industries this 
would go far to validate my conlcusions on the relation between controls and 
market structures. However, I do not think that these are special cases; they 
represent at most the boundary positions in market structures. 

A more serious contention is that much more can be attributed than I have 
conceded to differential increases in demand. In recent years we have had 
an investment boom. As a result, the prices of capital goods have been strong, 
those of manufacinred goods less so, while foods, reflecting in general a low 
inceme elasticity, have been weakest of all.” 

This argument obviously cannot be used to explain the slower rate of increase 
in the capital goods industries during the earlier inflations, Then, particularly 
perhaps in the post-World War II period, the metal-using industries were under 
great pressure of demand. There is also the interesting difference in price 
behavior already alluded to between farm products and the food-processing 
industries. Here the demand influences are common, at least for domestically 
consumed products. 

However, I do not wish to exclude demand effects from this analysis. On 
the contrary, they are necessary for it. The effect of an increase in demand—a 
rightward shift in the function—in competitive industries is to increase prices. 
Its immediate effect, under conditions of oligopoly, is to increase output or, if 
the industry is at capacity, the backlog of firms. Increasing the latter, as I 
have shown, amounts to increasing the range in which prices and therewith 
profits may be increased for the given supply. It seems to increase the amount 
of unliquidated monopoly gain. As these gains are realized over time, price 
increases result. These will reflect the differential movement in demand. Such 
an effect is not inconsistent with the present analysis. 


IV 


I come now to the cousequences for policy. These are considerable. The anal- 
ysis means that both monetary and fiscal policy must have a markedly differing 
impact on different parts of the economy, and this will be different at different 
times depending on the state of adaptation. This is especially true of monetary 
policy. 


1 Economic Concentration and the Monopoly Problem, op. cit., p. 218. 

17 note that, at least by implication, Professor Chandler’s view of postwar price-wage 
relationships accords with the foregoing. He attributes increases in wage rates to “‘a large 
and price-inelastic demand for output” which, in turn, made price increases possible. ‘This 
is to say that firms enjoyed a high degree of monopoly and were not maximizing prior to 
the wage advances” (Lester V. Chandler, Inflation in the United States, 1940-48 (New 
York. 1951), pp. 35-366). 

1#®T am grateful to Alvin Hansen for pressing this point. 
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We may think of monetary policy as having two types of effects on individual 
firms: what may for convenience be called the impact effects and what may be 
called the demand effects. By impact effect I mean the effect of changes in 
interest rates, and under appropriate circumstances in the supply of loanable 
funds at given rates, on the operations of firms and specifically on their short- 
and long-term investment. If the policy is successful, this investment is reduced 
or slowed down. By the demand effect I mean the effect of the resultant reduc- 
tion or less rapid increase in aggregate demand on the demand curves of all 
firms. 

The impact effect of monetary policy will be almost diametrically different for 
competitive firms and nonmaximizing oligopolies. In the case of the first initial 
incidence of an increase in interest charges must be on the firm—it cannot ad- 
vance its prices to offset the advance in costs, no more than the wheat farmer 
of real life can increase the price of wheat when his interest charges go up. 
The increased cost will be passed on only after the higher marginal cost of capital 
has forced a curtailment (which may be relative) of investment and output. In 
other words, the incidence is on the firm until after the policy has accomplished 
the result that it is supposed to accomplish. 

In the case of nonmaximizing oligopoly, by contrast, the higher interest cost 
can be absorbed or passed on as the firms prefer or circumstances suggest. 
Within a wide range, investment that was profitable before the rate increase 
will be, or can be made, profitable after the increase. Since profits are not being 
maximized, prices and profits are not being determined by marginal cost-revenue 
relationships and, hence, the increase in costs will not affect investment or output 
at least so long as the precondition of increasing demand holds. This is the 
equivalent of saying that the impact effect of higher interest rates will not be 
fully felt in the oligogolistie sector of the economy until it has made itself effective 
via the competitive sector on demand.” 

The other impact effect of monetary policy consists in the limitation or ration- 
ing of bank loans at given rates. Here, too, there must be sharp differences 
depending on market structure. 

We may assume that when loans are rationed the excluded borrowers will be 
those with the least creditworthiness, the lowest profitability as clients or, 
conceivably, with the lowest capacity to resort to a competitive supply. These 
seemingly obvious points must be pressed, for some commercial bankers, in 
arguing that there is no adverse effect from monetary policy on any particular 
class of borrowers, have come close to arguing that in their lending operations 
there is no discrimination between good customers and bad. 

Some preference for the large customer is all but inevitable when credit is 
being rationed. Other things equal, such firms are more economically served. 
Their size accords them a greater chance of resorting to nonbank sources, or they 
may have multiple banking connections. All this reduces the chance that they 
will be denied credit and very much reduces the chance that they will ultimately 
be deprived by all sources. 

An association between size of firm and oligopoly structure, though prag- 
matically likely, is not inevitable. However, a more precise and definite rela- 
tionship between credit rationing and market structure is inherent in the present 
analysis. As noted, rationing must be expected to discriminate against the least 
competent borrowers; it proceeds in the context of an active monetary policy 
which will include advancing interest rates. Obviously the least creditworthy 
borrowers will be those who are vulnerable to rate advances—who cannot pass 
them on—and whose prices are vulnerable to any reduction in aggregate demand. 
But the firms so affected are, we see, those of the competitive sector. They are 
pro tanto the weakest borrowers and the poorest credit risks. In other words, 
an active monetary policy acts to make the competitive sector of the economy 
the least creditworthy and the oligopolistic sector the most creditworthy part of 
the economy. 

Finally, firms in the oligopolistic sector have the opportunity of offsetting any 
eredit restriction to which they are subject by increasing their prices and their 
earned resources and devoting these to investment. In a nonmaximizing context 
any firm can, in effect, contract out of the effects of monetary policy. This, 
again, is an opportunity that is not open to the competitive sector; it cannot be 
done where prices and profits are given. As everyone is aware, the reinvest- 





2®T do not say it will not be felt at all. Even though higher costs of funds can be readily 
absorbed or passed along, there may, as in the case of wages, be reluctance based on the 
irreversibility of these charges or other precautionary tendencies. 
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ment of earned income has become a central source of capital formation, and 
there is plainly a supposition among firms in the oligopolistic sector that prices 
should be set (and depreciation allowances granted) with a view to realizing 
the revenues necessary for capital requirements.” 

Coming now to demand effects, it is possible to expand the argument to treat 
also the consequences of fiscal policy. (Concern is with the effect of a curtail- 
ment of demand, and it is a matter of indifference whether this is the result 
of a curtailment of private investment, or of public expenditures, or of an increase 
in taxes.) ™ That there will be differential effect is already clear. In the 
competitive sector there will be immediate adaptation through reduced prices. 
Thereafter there will be reduced investment and output in accordance with the 
elasticities and transformation period of the particular industry. In the case 
of the oligopoly there will be no initial effect on prices; a frequent initial effect 
will be only a shortening of the backlog. Under appropriate stimulation—i. e., 
a new wage agreement—prices may still rise and they may continue to do so even 
after the backlog has been worked off. The critical factor is the unliquidated 
monopoly gain. Investment that was profitable before will still be profitable, 
since marginal revenue is (or can be) above long-run marginal cost. There 
may be a curtailment of investment, but it will be the result, not of a calculation 
of marginal cost and price relationships, but of a revision of long-term expecta- 
tions. Clearly these are portentous differences. In the one case the policy works 
directly on prices, profits, and therewith on investment. In the other case it 
leaves prices and profits unaffected and may be consistent with an increase in 
both. Investment is not forcibly curtailed; at most a revision is suggested. 

Finally, we should notice that all of these effects will vary with the state of 
adaptation, which means that to measure the consequences of these policies is a 
far more complex exercise than has commonly been supposed. At the beginning 
of an inflationary movement, as for example in the autumn of 1950, strong 
monetary and fiscal measures would be following a period of very rapid adapta- 
tion in the competitive sector. Oligopolistic prices, including factor prices of 
the competitive sector, would not have adapted. A strong monetary and fiscal 
policy at such a time, reversing the recent adaptation, might be imagined to 
have relatively mild effects on market structure. (It is to be observed that, as 
a result of the movement in demand, unliquidated monopoly gains would be 
large in the oligopolistic sector.) At a later stage, after factor cost adjustment 
had proceeded, it is easy to imagine that the same policy would be much more 
severe and painful in the competitive sector. The lesson is that generalization 
on both the effectiveness and the consequences of macroeconomic policy can only 
proceed with a close regard for a changing context.* 


V 


This analysis does not disprove the efficacy of monetary or fiscal policy. 

Nothing here casts doubt on their restrictive impact on the competitive sector 
of the economy. And if this is sufficiently severe, the oligopolistic sector will 
also be affected. How severe it must be will depend, among other things, on 
the way economic activity is distributed between the competitive and the oligopo- 
listic sectors. 

The important thing is that the impact of these policies is unequally distrib- 
uted. Especially in the case of monetary policy the discrimination can be 
profound. Inflation is controlled by denying credit to what are, in a general 
way, the least powerful firms. At the same time more powerful firms are 
effectively exempted from the policy. This being so, it is quite possible that 





2 Cf., for example, Inflation as a Way of Life, by Roger M. Blough, chairman of the 
oe United States Steel Corp. (Address before National Editorial Association, Novem- 
ver 4, 1956.) 

22In the case of some business taxes there is a possibility of a differential impact effect. 
However, their practical likelihood is not great. 

23In comments on an earlier draft of this paper, it was suggested that the presence of 
unliquidated monopoly gains is the product of a policy of deliberate and foresighted re- 
straint. In being unaffected by monetary and fiscal policy the firms that have shown this 
restraint are thus reaping the reward of an economically meritorious policy. All would 
be much worse had they followed a policy of short-run maximization. 

There is discrimination when a firm, for reasons however meritorious, can contract out 
of the effects of monetary and fiscal policy. But as the text now makes clear, the price 
policy which leaves these firms with unliquidated monopoly gains is inherent in the 
different process of adaptation and in part in inescapable differences between long- and 
short-run maximization, The preferred position of the oligopolistic firms is the product of 
circumstance, not decision. So accordingly is the discrimination, 











70 ADMINISTERED PRICES 


they will absorb some or all of the funds denied to the smaller firms. For a 
considerable period (as this is written in late 1956) there has been a serious 
and growing volume of complaint from farmers and smaller businessmen over 
the growing pressure of the credit squeeze. As earlier noted, so far as observa- 
tion suffices for judgment there has been no similar complaint from larger firms. 
The available data on the distribution of bank loans between firms of different 
size are far from conclusive, for they compare a sampling of member bank loans 
for 1946 with another for the autumn of 1955. At the latter date the current 
credit squeeze was still in a fairly early stage; numerous influences, including 
the general increase in the value of corporation assets and shifts to nonbank 
sources of funds, impair the value of the comparison. For their limited worth, 
the figures show that where firms with assets of less than $50,000 had 9.2 per- 
cent of member bank business loans in 1946, by 1955 they had only 5.5 percent. 
Firms with assets of from $50,000 to $250,000 had 16.4 percent in 1946 and 14.5 
percent in 1955. Firms with assets of from $250,000 to $5 million increased 
their share of the total from 29 to 34.3 percent, and firms with assets in excess 
of $5 million, which have the best access to nonbank funds, increased their 
share slightly.* During 1956 there was a continuing rise in bank loans. There 
was also a record investment in producer’s durable goods. At the same time, 
farmers and smaller firms complained bitterly of their deprivation. Accord- 
ingly, while the case cannot be proven, there is a strong probability that in the 
last couple of years the effect of monetary policy has been to ration credit from 
all sources away from smaller firms in the competitive sector and to larger firms 
in the oligopolistic sector. This would be in accordance with the present 
analysis. 

Apart from the question of technical effectiveness, there is the question of 
the political feasibility of a severe application of measures which are discrimi- 
natory in their effect. In the past the willingness of the community to tolerate 
unemployment has been thought one of the conditioning factors in the use of 
monetary and fiscal restrains; the policy was recognized as falling with dis- 
criminatory force on those who were thrown out of their jobs. This we now 
see is only part of a more general problem. ‘There is also the question of how 
much pressure can be applied to the competitive part of the economy, and pari 
passu to the smaller and more numerous firms, at a time when far less restraint 
is being applied to larger firms. 

Finally, there is the question of the wisdom of such discrimination. On this 
we are plagued by the evident gap between what is professed and what is be- 
lieved. The small-business man and the competitive sector of the economy are 
deeply beloved in princple; their fate, however, inspires no particular concern 
in practice except, perhaps, as it may be tied to historic symbols such as the 
antitrust laws. In considerable measure the liturgy in praise of small busi- 
ness serves as a substitute for action. 

Still, the policy should be understood. By monetary policy we seek to control 
inflation by denying to the small business cum competition sector the credit 
on which growth depends. By sufficiently repressing growth in this sector we 
may eventually hope to limit growth in the big business cum oligopoly sector. 
By both monetary and fiscal policy we reduce prices and profits in the com- 
petitive sector by methods which leave them unaffected in the oligopolistic 
sector. As a centralizing influence in the economy it is possible to imagine 
that an active and continuing monetary policy is not less effective than, say, 
the repeal of the antitrust laws. 

VI 


I would not suppose that the analysis here offered will be completely palatable. 
Monetary policy is profoundly popular with larger business firms and appro- 
priately so. It represents an intelligent manifestation of self-interest; it merits 
the defense of any large firm that reacts to its own competitive interest. 

I would imagine that there would also be some resistance by economists to 
these ideas. Apart from such objection as may be merited, we need to recog- 





% Federal Reserve Bulletin, April 1956, p. 331. A very large proportion of all loans— 
nearly half—are to firms with assets of less than $50,000. This has been seized upon by 
at least one leading banker to prove that the banks are caring adequately for small firms 
(Changing Times for Banking, J. Stewart Baker, president, the Chase Manhattan Bank. 
Speech before the National Association of Supervisors of State Banks, October 19, 1956). 
As will be immediately evident, the figure proves only that small borrowers are individually 
numerous. All public-relations-conscious men should be warned on the strategic unwisdom 
of such usage. Those who are persuaded by the figures soon forget. Those who observe 
the misuse remember forever. 
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nize that as economists we have a deep vested interest in monetary and fiscal 
policy. The conviction, or rather the assumption, that these controls are effec- 
tive is vital for the present comfortably uncontroversial state of economic policy. 
Both are widely accepted; the assumption that they work bars the need to 
explore new or uncomfortable remedies over which passions might easily be 
aroused. Under these circumstances, any questioning of our present rites 
can hardly be welcome. 

Yet if it is assumed that the goal of the economist, unlike the monopolist, 
is not merely a comfortable life, then some questioning is evidently in order. 
To doubt the efficacy of our present weapons for attacking inflation is not to 
predict continued inflation. Public policy is not the only determinant of aggre- 
gate demand, and this can still be subject to large autonomous movement. 
But if the future, immediately or later, is like the recent past, we shall be 
increasingly faced with the choice between inflation or highly discriminatory 
(and perhaps socially unacceptable) measures for contending with it. Events, 
as on occasion before, may reveal a most unsanguine nakedness in our pro- 
fession, all the worse for its contrast with the present confidence. 











ADMINISTERED PRICES 


FRIDAY, JULY 12, 1957 


Unirep Srates SENATE, 
SUBCOMMITTEE ON ANTITRUST AND MoNnopoty, 
OF THE COMMITTEE ON THE JUDICIARY, 
Washington, D. C. 

The subcommittee met, pursuant to recess, at 9:05 a. m., in the 
caucus room, 318 Senate Offic e Building, Senator Estes Kefauver pre- 
siding. 

Present: Senators Kefauver (chairman), O’Mahoney, Wiley, and 
Dirksen. 

Also present: Paul Rand Dixon, counsel and staff director; Dr. 
John M. Blair, chief economist ; Peter Chumbris, counsel for minority ; 
and Carlile Bolton-Smith, counsel to Senator Wiley. 

Senator Kerauver. We wiil start the hearing. Other Senators 
have suggested that we go on, and they will join us later. We have 
until 10:30 this morning, so exe ept for interruptions for clarification 
or very brief questions, we hope that Dr. Means will make his presen- 
tation and then we will ask questions afterward. 

I might at this time announce our plans for the rest of this week. 
We had hoped to hear Dr. Ruggles today, too. Dr. Ruggles has been 
very cooperative in being here every day, but because ‘of the early 
meeting of the Senate : and ¢ general objection to committees sitting while 
the Senate is in session, it does not appear likely that we will be 
able to hear Dr. Ruggles. He has agreed to come tomorrow morning, 
so we are going to have a session in ‘the morning at 9:15 for the pur- 
pose of hearing him. 

Dr. Gardiner Means, as everyone knows, is one of our outstanding 
and respected economists. Dr. Means is now an economist with the 
Committee for Economic Development. He was formerly Chief Fis- 
cal Analyst, Bureau of the Budget, and Director of the Industrial 
Section, Nation: 11 Resources Board, economic advisor on finance to 
the Secretary of Agriculture. 

He has written a great many books and articles, including the fol- 
lowing: Industrial Prices and Their Relative Inflexibility; Senate 
Document 13, which was written in 1935: National Resourees Com- 
mittee, The Structure of American Economy, in 1939; The Modern 
Corporation and Private Property, which he ecatiebeand with Adolf 
Berle in 1932, and many others that I could mention but they are all 
well known. 

Dr. Means, we are grateful to you for making a further study of 
this problem and for your appearance here today. 

We will be glad to hear from you now. 
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STATEMENT OF GARDINER C. MEANS, ECONOMIST, COMMITTEE 
FOR ECONOMIC DEVELOPMENT 


Mr. Means. Thank you, Mr. Chairman. My name is Gardiner C. 
Means. I am an economist employed by the Committee for Economic 
Development. 

I am testifying entirely as an individual on the basis of 20 years’ 
work in the field of price economics. Neither this work nor my testi- 
mony here in any way represent the Committee for Economic Devel- 
opment. 

My testimony concerns administered prices. I propose to define this 
term and to show the ubiquitous presence of administered prices in 
our economy. I will then, if I may, discuss the relevance of adminis- 
tered prices to three main economic problems: inflation, full employ- 
ment, and the effective use of national resources. 

It will be my purpose to show that administered prices are crucial 
to these central problems and that they are therefore so important 
for public policy that we should know more about how administered 
prices function, that is, how they are set and why they are changed. 

Senator Krravuver. Dr. Means, before you continue, Dr. Nourse en- 
dorsed the hearing of this committee as being very timely and we are 
now reaching a crucial period when it is very ‘important for the public 
and the Members of Congress to understand the problem of admin- 
istered prices. 

I notice, according to an article by Mr. Nossiter in the Washington 
Post, that somebody has suggested that this subcommittee was con- 
ducting its study of administered prices upon the behest of labor 
leaders, or at least an intimation was made to that effect. 

We have been thinking about administered prices for a long time, 
and in the opinion of this subcommittee, from the viewpoint “of the 
consumer, the public, industry, labor, and agriculture, this study is 
very timely. 

What is your opinion about that ? 

Mr. Means. I would say that if someone from the labor side of the 
economy urged such a study, they were performing a very great public 
service. I think that if business had exercised somewhat more imagi- 
nation, they would have suggested the study themselves. 

I think it is of the utmost public importance, and I think it is in 
the interest of both business and labor that there should be such a 
study. 

Senator Kerauver. As chairman, I want the record to show that a 

great’ many people, small-business people, economists, consumers, 
Members of the Senate, farm organizations as well as some labor 
leaders, have suggested that a hearing on administered prices would 
be timely and helpful, and particularly so at this present time. 

Administered prices is not anything new. How long have you 
been writing about it ? 

Mr. Means. I have been writing about it for 24 vears. 


Senator Keravuver. The suggestion was also made that the idea of 


administered prices had been just recently brought up. That is not 
true. You and other economists have been writing about it for many 
years, haven't you? 

Mr. Means. Yes. I think what is essentially new is that the 
economists have not taken administered prices and thought through 
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their implications for economic theory, and therefore for the kind 
of policy that economists might recommend. 

Administered prices are something outside of the field of traditional 
theory. The newness is not that our economy has administered prices 
in it—it probably had administered prices at the time of Adam Smith— 
but that economic theory is now beginning to take account of them. 
They have very important implications, and implications quite dif- 
ferent from those that you can derive from traditional thinking. 

Senator Kerauver. Thank you very much. Pardon the interrup- 
tion, but I thought we should clarify that matter. 

Now will you continue, sir / 

Mr. Means. On my definition, an “administered price” is a price set 
by someone, usually a producer or seller, and kept constant for a period 
of time and for a series of transactions. The opposite of an ad- 
ministered price is a market price, a price that fluctuates on the basis 
of supply and demand as these forces are felt in the market. 

The prices of wheat or cotton in the central markets are market 
and not administered prices. They constantly adjust to equate supply 
and demand. It is a coincidence if a series of transactions take place 
at identical prices. 

In contrast, an administered price is set, and may be kept constant 
for weeks or months at a time. Most of the prices you come in contact 
with every day are administered prices—the prices in the Senate 
restaurant, at your barbershop, and in your local stores. The prices 
of steel and automobiles at wholesale. In fact, most industrial prices 
are administered prices and so are a large portion of retail prices. 
Most wage rates would also be classed as a ty pe of administered price. 
It is only in agriculture and some raw materials that the flexible mar- 
ket price is the usual type. 

I do want to say that the difference between market prices and 
administered prices which has already been established here is some- 
thing that applies to a very large proportion of the prices in our 
economy, but that when you have small enter prise, the importance of 
price administration for the economy as a whole may be very much 
less than when you have a big enterprise. 

Also I want to say that ‘administered prices are here and I do not 
regard administered prices as something that can or should be done 
away with. I regard them as an inevitable and indispensable part 
of our modern economy. As such, however, they are obviously some- 
thing we should understand so that we may be able to take their effect 
into account in developing public policy. 

Administered prices represent a way of doing business that leads 
to greater efficiency and higher standards of living. We could not 
have our big efficient department stores and mail-order houses if prices 
were not administered. Without this method of pricing, big efficient 
industry would find it almost impossible to operate. Administered 
prices are an essential part of our modern economy. The point of my 
testimony is rather that we do not now know enough about how ad- 
ministered prices actually operate to be able to make good national 
policy in such economic fields as inflation, full employment, and en- 
forcement of competition. 

The prevalence of administered prices in the American economy be- 
comes obvious when we examine the price behavior of the individual 
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items making up the BLS wholesale price index, as I did more than 
20 years ago. Their existence and importance emerged when I 
counted for each item in the index the number of times its price 
changed during an 8-year period. The results are shown in chart No. 
1 on the board here and also in your draft copy. 

Senator Kerauver. Yes; we want to include these charts too. 

Mr. Means. I will make them available. 

Mr. Means. The tall column on the right represents the number of 
items which changed practically every month. The column at the left 
represents the number of items whose prices changed less than 5 times 
in the entire 8-year period. The intermediate columns represent the 
number of items behaving in an intermediate fashion. 

Now such a result—what the statisticians call a U-shaped distribu- 
tion—with most items toward the 2 extremes, puts you on notice that 
you are probably dealing with 2 quite different things. This was 
what led to my drawing the distinction between market prices—those 
at the right which change practically every month, as traditional 
theory would lead one to expect—and what I called administered 
prices—those at the left which changed infrequently. 

You can see that the bulk of the items are at the left of the chart with 
infrequent price change and clearly to be classed as something differ- 
ent from the other prices because their behavior is so different. If 
the same analysis were repeated with today’s BLS wholesale price in- 
dex it would show, I believe, the same preponderance of those relatively 
inflexible prices which I have defined as administered prices. 

Now administered prices are not new. Even in Adam Smith’s day 
administered prices were known, but at that time they appear to have 
been a minor factor in the largely agricultural economy and were 
never taken into account in classical economic theory. They were 
never made the basis for analysis and there is nothing in classical 
theory to lead one to expect the inflexibility of administered prices. 
Today, the administered price is the most typical form of price and 
there is need to take this form into account both in economic theory 
and in economic policy. 

From the point of view of national policy in the fields of inflation, 
employment and best use of resources, the most important character- 
istic of administered prices is that they involve an area of discretion 
on the part of the price maker. Market forces will limit the range 
within which an administered price is likely to be set but they do not 
determine the price. Within a range, often quite large, the price 
maker can set his price higher or lower and within that range there is 
nothing in supply or demand or cost or profit calculations which decree 
one price rather than another. 

I emphasize that profit calculation. I will come back to it in a 
moment. 

I can make this fact of price discretion vivid by comparing the tradi- 
tion of business practice in this country and in France. In this coun- 
try there has developed a tradition of seeking profits by trying to make 
a small unit profit on a large volume of output. In France the tradi- 
tion has been the reverse—to seek profits by a large profit per unit on 
i small volume. To some extent the difference is to be attributed to the 
larger national market in the United States. But to a considerable 
extent it represents different choices within the area of price discre- 
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tion. And while it may not make much difference in the amount of 
profits realized, the choice of one or the other extreme can make a big 
difference in national] well-being. r 

This area of discretion is of such vital importance that I would like 
to pursue it in some technical detail. This discretion, the ability to pick 
and choose among a range of prices, arises in important part from 
something I have called a zone of relative price indifference. I can 
bring out the existence and nature of this factor most easily by taking 
a simple example out of my own experience. Back in the 1920’s T or- 
ganized, owned, and operated a small business making wool blankets. 

Senator Kerauver. So, Dr. Means, you are not only an economist but 
you have been a practical, experienced businessman. 

Mr. Means. I met a payroll many, many times. 

Senator Keravver. And you are still in business? 

Mr. Means. [I still have a partner in a small business as of today, 
yes. 

Senator Krravver. What is your business as of today? 

Mr. Means. The Department of Agriculture developed an improved 
type of lawn grass called Meyer Zoysia and my partner and I obtained 
some of the basic material and we have expanded the supply and are 
marketing throughout the country east of the Mississippi. 

Senator Krrauver. Thank you, sir. 

Mr. Means. I was just describing, Senator Wiley, the fact that I 
formerly ran a small blanket business and am using that as the basis for 
bringing out what I think is a very important point, what I call a 
zone of relative price indifference, something that has I think been 
completely neglected by economists up to this time. 

There was plenty of competition in the blanket business but my 
blankets were a specialty and within limits I was free to make my 
own price. The question was what price I should set. 

Now traditional theory has a simple calculus by which a producer 
in my position can determine his most profitable price if he knows what 
his costs and the demand for his product will be. First he estimates 
how many units he could sell at a high price and how much it would 
cost to produce this quantity. He could sell more at a lower price so 
he estimates how much more it would cost to make additional units and 
how much more revenue he could obtain from their sale at the lower 
price. 

At some price and quantity, the additional cost of producing one 
more unit would just equal the additional revenue. This is the price 
and quantity at which he will make the most profit. If he produces 
more he will have to lower his price to such an extent that his addi- 
tional revenue will be less than his additional costs. And if he pro- 
duces less he will forego some profit he might have made. This most 
profitable price I will refer to as the classical price. 

What is important about this analysis is that, if the producer’s ob- 
jective is to make the maximum profit, the price is just as much deter- 
mined by market forces as is the price of wheat or cotton. 

In setting a price by this procedure, the price maker is only reacting 
to economic forces. He does the calculating, but the economic forces 
of demand and cost determine his price. If this were the whole story, 
the price maker would in effect, have no discretion, provided he sought 
to maximize his profit, and the particular significance of administered 
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prices would disappear. The pattern of economic behavior would be 
set by Adam Smith’s unseen hand of market forces. 

Actually, this calculus covers up an important fact which I soon 
discovered when, as an economist, I tried to apply it to my own busi- 
ness. ‘This fact is that there is likely to be a considerable area within 
which any one of several prices will produce about the same profit. I 

can bring this out by restating the above price calculation in terms 
of the total units I produced and the total revenue I could expect 
from them. 

In chart I1—and I want to talk from the chart—if you plot for a 
business such as mine the amount of revenue that you can expect at 
different possible prices and volumes of sales, you can get a curve of 
this sort which is quite traditional in economic theory showing that 
if you have too high a price you won’t sell any. 

As you lower your price you will sell more and the price times vol- 
ume will gradually rise until you get some peak and then as you 
get prices still lower, while the volume will still increase, you won’t 
sell enough to make up for the lower price, so your total receipts go 
down. That is the curve of total revenue, the line of total revenue. 

Senator Keravuver. For the record, you are referring to the curve? 

Mr. Means. The top curve here. 

Senator Krrauver. You have placed the price and the volume at 
the bottom. 

Mr. Means. Price and volume are put in at the bottom. 

Senator Keravuver. Total revenue is carried on the side of the chart ? 

Mr. Means. That is right. Then you can plot your costs for the 
different volumes repr esented on the bottom here. 

This line, a big cost to get started, and then here I have represented 
a situation in which the additional cost is the same for each additional 
unit of production, and your line is a straight line. This is the 
amount of money it will cost you to produce the different volumes in- 
dicated. 

The difference between these two lines represents your profit or 
loss. Here in this area marked “1,” the total costs are greater than 
the total revenue and this means that you would suffer a loss. 

The same at this end of the scale. 

Senator Kerauver. When you refer to this end, that is No. 3? 

Mr. Means. No. 3, that is right. In the area 2 you have a situation 
where the revenue is going to be greater than the cost and therefore 
you have a profit, and the amount of your profit, of your total profit, 
is represented by the distance between these two lines. 

In this particular case classical economics properly says that your 
maximum profit is going to be where these lines are farthest apart, 
what I have marked here as “M.” U p to this point classical eco- 
nomics is perfectly clear and valid. What classical economics fails to 
bring out is that on either side of this maximum-profit figure your 
profits are almost the same. 

That means that if you have a higher price and sell a smaller num- 
oe of units at a larger profit per unit, you can make almost as much 

s at your most profitable price-volume c ‘ombination. 

" Maewioe if you set a lower price, you will have a larger volume, 
and again you will be able to make very nearly the same profit. That 
is the first element in the zone of relative indifference. 
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The second element is the fact that no producer can draw a line 
showing precisely what his demand and what his revenue will be. 
All he knows is a fuzzy band within which this line would be likely 
to lie. 

There is a fairly broad zone. In the case of any of our big corpora- 
tions I am willing to believe that it is quite wide. The combination 
of (1) the fact that a price a little higher or a little lower brings 
practically the same total profit, and (2) the fact that you do not 
know where this revenue line really lies means that there is quite a 
range of prices where it really does not make very much difference 
and | you therefore finally come to be relatively indifferent as to which 
price y ~ choose. 

Once I discovered this fact, I had no difficulty setting my price 
somewhere in the middle range, and once I had set it, I had no particu- 
lar reason to change it, and so in | case at least I had the same price 
for 5 years. 

Senator Wirey. Did your material and your labor factors remain 
the same # 

Mr. Means. No, they moved up and down. I was holding the 
same prices clear into the middle or latter part of 1930. 

Senator Witry. What about your market? Did it remain the 
same # 

Mr Means. My market was fluctuating and after 1929 was de- 
clining. 

Senator Witey. Did it vary? 

Mr. Means. My market declined, and finally sometime in 1930, I 
believe, I cut my prices. 

Senator Witey. How about your efficiency of labor ? 

Mr. Means. I think that my labor efficiency was maintained. 

Senator Wriry. How about your interest charges for capital ¢ 

Mr. Means. I was financing the thing myself out of earnings. 

Senator Wizey. You are one of the fortunate fellows that had plenty 
of capital ? 

Mr. Means. I did not have plenty of capital. I built it up from a 
shoestring. 

Senator Witry. With the variable factors that we have mentioned, 
how could you say that these lines remained constant the way you have 
them there ? 

Mr. Means. I was not suggesting that they would remain constant 
but rather than as demand or costs shifted, they would shift within 
the zone of indifference ; that is, that if you think of the classical pic- 
ture of the maximum, most profitable price as the classical price, the 
classical price went down in the depression so far as I was concerned 
because both my costs and my market went down, but the new classical 
price was, as far as I could discover, probably still within the zone 
of indifference where it did not make a significant amount of difference 
whether I set my prices somewhat higher or somewhat lower, and I 
did not know at the beginning—that is, before the beginning of the 
depression—that my prices were as low as they should be or as high 
as they should be. 

There is a wide area. In my case I think it was a zone of at least 15 
or 20 percent either higher or lower price that I could have charged, 
and as far as I could discover come out about the same. 
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Senator Wirey. Are you trying to tell us from your experience in 
running this little business that you discovered a new economic law, a 
law that also applies to Ford or General Motors or any of these big 
companies ? 

What is really the worth of this analogy that you have given us 
here in relation to the subject under discussion? We are talking g about 
a‘period of inflation where millions of people have lost their “ability 
to sustain themselves because the dollar has gone down below 50 cents, 
and so forth. 

I want to know just what value we are to get from this chart. that 
will help us to find a remedy for a situation such as we are facing in 
this country now, affecting literally tens of millions of people, in- 
cluding farmers ? 

Mr. Means. Senator, what I have described here is a situation that 
I think prevails with all companies that have administered prices. 

How wide the zone of indifference may be is something that I think 
your committee ought to investigate. That it exists T think every 
economist who studies the matter will agree, as long as the indiv idual 
business enterprise does not know exactly what the most profitable 
price may be and there isa range of prices which will bring in approxi- 
mately the same income. 

It is all pervasive. It is a fact which I think in some measure ac- 
counts for the fact that the various companies have to spend so much 
time trying to figure out what price they will finally set or what price 
changes thev will make. 

Senator Wirry. You have told us about the variable factors during 
the period of 5 years. Do you know what the consumers’ variable 
price was ? 

You sold this, I take it, to retailers. How much did the retailers, 
because of change in those years, increase or decrease the price to the 
ultimate consumer? Because the consumer pays the bill, whatever 
it is. 

Mr. Means. When you get to the point of retail, you have your 
administered prices with also some range. 

The operation of market forces, the tr raditional for ces, do hold this 
zone of indifference within limits. 

The individual producer or seller is not free to choose any price 
he wishes and be able to be economic. 

The range is limited, but the existence of the zone of indifference 
is one of the important things that gives him an area of discretion 
within which he has the problem of working out price policy. 

I think that as I go on, the significance of this will become ap- 
parent. 

Senator Keravver. Will you go on because I do want you to com- 
plete your statement. We will all ask questions afterward. 

Mr. Means. I would like to return to the text now. 

T have represented the kind of situation which faced me. The 
curved line shows the way my total revenue would increase as I pro- 
duced and sold more blankets. 

With larger quantities my total revenue would increase but not in 
proportion since I would have to lower my price to dispose of a larger 
quantity. 
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The straight line represents my total costs for different quantities. 
Once I was in production, my costs were almost constant; 1. e., each 
additional unit cost the same additional amount to produce. 

Now you can see that in the area (1) where the volume is small my 
total costs would be greater than my total revenue and if I had set one 
of the high prices included in this area, | would have suffered a loss. 

Also in area (3), my total costs would have exceeded my revenue. 
Clearly I should not have my price too high or too low. 

Area (2) is the area where I would make a profit, the amount of 
profit being represented by the distance between the two lines. I 
would make the most profit at the price and volume represented by 
M where the lines are furthest apart. ‘This is the classical price 
and there is nothing wrong with the classical theory so far. 

But consider for a minute the point on either side of M. Notice 
that my profit at A would be practically the same as at M. My maxi- 
mum profit would be made at a price of $1.50 but if I set my price at 
$1.33, I would make practically the same total profit, but on a 20 per- 
cent larger volume. 

Or if I set my price at $1.75, my total profit would still be approxi- 
mately the same, though on a 20 percent smaller volume. 

Tradition says the American producer is more likely to price on the 
right side of M—the high volume side, while the French producer is 
more likely to price on the left with a higher unit profit. What is 
important for us here is that in this example there is a price range of 
28 percent from $1.33 to $1.75 within which the total profit would be 
almost the same. And this price range corresponds with a 40 percent 

range in production. 

The presence of this range of almost as profitable prices would not 
prevent me from adopting the classical price if I actually knew what 
my costs and demand would be. 

T would still select. the price which yielded the most profits even 
though a higher or lower price would yield almost as much. Classical 
theory would be served. But as a practical matter, while I could 
estimate my costs pretty closely I really had very little idea of how 
much a ditference in price would make on my volume of sales. 

Instead of representing my total revenue by a sharp line, I had 
to represent it by a rough blurred zone, a zone within which I was 
uncertain as to what price was likely to be most profitable. 

Thus I was faced both with a zone of uncertainty as to the most 
profitable price and a zone within which I could be sure that the total 
profit would be practically the same. 

This gave me a zone of relative indifference. It is a zone within 
which I was not greatly concerned whether I set the price somewhat 
higher or somewhat lower. 

Once I discovered this fact, it greatly simplified my pricing problem. 
I just went ahead and set my price somewhere in the middle of the 
zone, and left it constant. In one case I kept it constant for as long 
as 5 years even though my costs and demand were far from stable. 
I was a full-fledged price administrator. 

I believe this zone of relative indifference is to a considerable extent 
responsible for the infrequency of changes in administered prices. 
Once I had set. my price, there had to be a considerable change in 
demand or costs before it was worth my making a change. Suppose 
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that I have set my price at $1.50 and this happens to be exactly the 
most profitable price—the classical price. But then suppose that 
demand rises so that the classical price would be $1.60. So long as 
this price lies within my zone of relative indifference, I would stick 
to my $1.50 price. If demand continued to rise, say enough to make 
the classical price $1.70, I might still not change my price. 

But at some point, say where the classical price would be $1.75, my 
zone of indifference would have been exceeded and I would revise my 
price. 

The same was true when demand fell as it did in the depression of 
the 1930’s. Then it was not until late in 1930 that my zone of relative 
indifference was exceeded and I revised my prices downward. And 
even in this case, it was more the decline in the price of wool, my raw 
material, than in demand which led to my price reduction. 

Senator Wizxy. Did you create that phrase “the zone of relative 
indifference” ? 

Mr. Means. Yes, I did, sir. 

Senator Witry. That is your own ? 

Mr. Means. That is my own, as is the phrase “administered prices.” 

Senator Wirey. If you take your own figures from $1.50 to Si. 60, 
in other words a 10-cent increase, would not have a sufficient appe 
but when you got $1.75, then you are in where you think you had better 
take some action; is that it? 

Mr. Means. That is right. 

Senator Witry. All right; I am trying to get this. 

Mr. Means. I understand. It is a new idea and it is not simple. 

Senator Witry. We are all indifferent at times, even as legislators, 
I guess. 

Mr. Means. You see, the classical economists assumed that there 
was no zone of relative indifference, and it is the difference bet ween the 
classical and what we actually have that is fundamental. 

I have described the zone of relative indifference in terms of my 
own direct experience, and my own case may have been an exaggerated 
one. However, it is clear that the phenomenon is widespread. The- 
oretical analysis indicates that, wherever a price can be administered, 
there is almost certain to be a zone of relative indifference within 
which various prices would produce practically the same profit, and 
observation supports this conclusion. 

Also, it is important to notice that this zone of relative indifference 
and price administration itself does not depend on bigness or on hav- 
ing a monopoly. 

That is why I chose my own concern. 

The necessity of adjusting to price changes made by competitors 
san narrow the breadth of the zone or can make it a zone for an indus- 
try and not for just a single firm, but I believe that such a zone of in- 
difference is a pervasive fact in industries which operate on the basis 
of administered prices. 

Once we accept this idea of a zone of relative indifference, it must 
be clear that the individual producer who is in a position to adopt a 
policy of administered prices does have an area of discretion within 
which he can choose to set one price rather than another and within 
which the price he actually sets is not determined by market forces 
even though market forces set limits on the area of his choice. 








ADMINISTERED PRICES 83 


But the zone of relative indifference is not the only factor creating 
an area of price discretion for the price administrator. A second influ- 
ence is the opportunity to choose between maximizing profits in the 
short run or in the longer run. Once a company is in a position to ad- 
minister prices, if it aims to maximize its profits, it may have to choose 
between Phe. immediate profits and higher profits over a longer pe- 
riod. And often it will forego immediate profits for future profits. 
This may well be what happened immediately after the recent war 
when the est: ablished automobile companies were faced with a demand 
for cars far in excess of what they could supply. Instead of raising 
their prices to the level that w ould have maximized their current prof. 
its, they kept prices well below what the traffic would bear. Clearly 
these companies were not required by market force to keep their prices 
so low. It may have been that long-run profit considerations over- 
weighed the advantages of greater immediate profits. 

But whatever the reasons, in this case, the opportunity to choose 
a longer or shorter period to aim at profit maximization adds a second 
dimension to the area of discretion. 

And this dimension, like the first, is not a product of bigness or 
of being a monopoly. 

A third dimension to the area of discretion does arise from bigness 
and also from monopoly. Whenever a company is large enough in 
relation to its market to be vulnerable to governmental action under 
our antitrust laws, it may well choose to set, prices lower than the most 
profitable for fear of stimulating Government inter vention. This can 
further widen the discrepancy between the classical price and the 
actual price set, representing a further widening of the area of discre- 
tion in pricing. 

There are other factors which can contribute to the area of discre- 
tion, but I have already given enough to show that administered 
prives involve an area of pricing discretion which lies entirely outside 
of classical theory. 

Within this area, prices are not dictated by market forces. Within 
this area Adam Smith's unseen hand fails to operate. I have mentioned 
here examples in which price discretion has or may be used in favor 
of lower prices. But it can also be used to raise prices. I have been 
unable to discover purely economic forces which will ensure that this 
discretion will be used in a manner that would serve the public inter- 
est. Within this area, the decision is as open as the difference between 
the American and French traditions of pricing. 

This clearly makes the administered price—its existence, the extent 
to which it is ‘used, the ways in which it 1s used, and the economic areas 
in which it is most actively used—a subject of urgent concern to all 
who would understand the workings of our modern economy. 

This is a matter for economic investigation and such investigation 
is badly needed. But, in the area of public policy, we can and should 
turn immediately to the effects of administered prices. 

I have said I consider this price discretion to have an important 
bearing on our central economic problems and that it is therefore a 
matter of concern to public policy in regard to these problems. I 
would like now to develop this thought. 

First, the problem of inflation. Some people have argued that 
inflation is solely a matter of the money supply and fiscal policy— 
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that if the public’s buying power in the form of liquid assets is in- 
creased, prices will rise; if buying power is reduced, prices will fall; 
and if the right amount of liquid assets is maintained prices will be 
stable. 

This is good classical doctrine and if prices were actually con- 
trolled by market forees—if there were not a significant area of pricing 
discretion—I would be inclined to accept it. 

But with the discretion implicit in administered prices, it would be 
possible to have a rise of prices without a prior increase in the public 
demand for goods. We have already seen that, by keeping their 
prices on the low side of the area of discretion, business can retard an 
inflation arising from too much buying power, as happened in the 
case of administered prices immediately after the war. 

Conversely, if there were no excess in buying power, business enter- 
prises could decide to raise their prices within the area of discretion 
so as to increase their unit profit margins. 

This could lead to a conside1 ‘able rise i 1 price level without an 
initial increase in buying power simply as a result of decisions by 
price makers to move their prices to the upper margin of their respec- 
tive areas of discretion. 

If the higher prices had the effect of reducing sales, they could lead 
to reduced ‘employment. And if fiscal and monetary expansion were 
used to support employment, the area of discretion within which 
prices could be set would be moved up the price scale and the process 
could be repeated. 

In this manner, the area of discretion implicit in administered 
prices could lead to creeping inflation without an initial impetus from 
fiscal and monetary expansion while fiscal and monetary expansion 
might serve to maintain employment only at successively higher price 
levels. I suggest that we could properly call this type of inflation 
administrative inflation, in contrast to the traditional monetary in- 
flation which arises from too much money chasing too few goods. 

I should like to add that I do not believe administrative inflation is 
likely to lead to runaway inflation unless a reckless monetary and 
fiscal policy is pursued. The revision of administered prices tends to 
be fairly infrequent, with important lapses of time between, so that 
any large rise is likely to be spread over a considerable period of time. 
However, this is cert tainly something to be investigated. 

The same upward spiraling of prices could be initiated through the 
area of price discretion in wage rates. Wage rates are themselves a 
form of administered price and, like other administered prices, admin- 
istered wage rates are not closely controlled by market forces. If they 
are pushed up further than producti ivity can increase, the rise in costs is 
likely to be reflected in higher prices. 

Whether ina particular c ase initiative for a rising price level comes 
from labor or business seems to be secondary to the fact that because 
of the area of discretion associated with administered prices and wage 
rates, a rise of prices can occur without the classic cause: excessive 
demand. 

This presents us with a real problem of public policy and I don’t 
begin to know how to handle it because, while we can see how admin- 
istered prices can exist and what may cause them to be changed, we 
do not know enough about how administered prices are actu: ally made 
and how, in fact, they are changed. 
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Certainly, we don’t want government regulation of prices or gov- 
ernment regimentation of the economy. Also we don’t want creeping 
inflation. In these circumstances the recently employed technique of 
urging business and labor to help maintain stability is a logical first 
step—though how far it can take us is not clear. 

If we knew more about the actual setting of administered prices and 
knew what we wanted to accomplish we might find measures to prevent 
or limit creeping inflation and do this in ways that are consistent with 
free enterprise and democratic procedures. 

I would like to interject here that my reason for feeling that this is 
possible parallels my reason for feeling many years ago that we could 
maintain full employment. 

In both cases it was strongly in the interests of labor, it was strongly 
in the interests of oe? “and it was strongly in the interests of the 
public that in one case we should maintain “full employment, in the 
other case that we proc not have creeping inflation. 

We have developed procedures for dealing with the problem of main- 
taining employment and those procedures are consistent with out demo- 
cratic system. 

I believe we can do the same with respect to inflation arising not 
from too much buying power and fiscal and monetary policy, but 
arising from the area of discretion within which prices and wage 

rates are made. 

I wish to give an example of the sort of thing that can be done and 
that is consistent with our system. 

In the early days of the great depression, the President held a con- 
ference with business leaders who agreed to maintain wage rates as a 
contribution to recovery. The wage rate statistics show a very con- 
siderable adherence to this agreement well into 1931 and if a coordi- 
nate fiscal and monetary policy had been maintained—if we had known 
as much then as we know now about fiscal and monetary policy, this 
could have served to reduce the depression. Under what conditions 
would such a method -help to hold against the inflationary use of the 
price-making discretion ¢ 

This would mean both discretion with respect to prices and discre- 
tion with respect to wage rates. 

This whole field of price discretion and its relation to inflation needs 
intensive and, I believe, immediate study. It is not a matter which 
fits effectiv ely into a study of inflation in the fiscal and monetary as- 
pects. It is particularly appropriate to the background of this com- 
mittee and the resources available to it. Such an investigation should 
not be concerned with derogation and should not be an attack on busi- 
ness or on labor, and should not be concerned only with monopoly in 
the legal sense. If all monopoly in this sense were eliminated the 
problem of administered prices, administrative discretion, and admin- 
istrative inflation would still remain, but it is intensified by monopoly. 

The problem is inherent in the character of modern business; it finds 
no answer in traditional economic theory because it involves behavior 
entirely outside that theory. It deserves to be investigated with a real 
effort to determine the area of discretion and the conditions under 
which discretion is exercised. 

I want now to discuss administered prices in relation to employ- 
ment, but the discussion will lead us back again to inflation. Admin- 
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istered prices are just as important to the problem of full employ- 
ment as to that of inflation but the problem of employment is less 
immediately pressing because we have some understanding of it and 
have adopted a high employment policy to deal with its more im- 
portant effects. 

It was this problem which originally led me into the study of admin- 
istered prices and their relative inflexibility. But that study was made 
more than 20 years ago and I believe there is a great need to reinvesti- 

gate the problem in the light of subsequent events. 

In the case of employment as in that of inflation, it is the area of 
discretion which makes the operation of the economy different from 
that described in classical theory. 

Classical theorists believed that market forces operated in such 
way as to make the economic system self-correcting. If iisiaitibiy: 
ment were excessive, reduced demand would lead to a general f all in 
prices and wage rates. This, in turn, would increase the ‘eal buving 
power of the money supply and stimulate real demand for go: ds and 
production at the lower level of prices. 

Thus, excessive unemployment was regarded as only a temporary 
and self-correcting matter. So far as I can see, this view would be 
correct if prices were continuously determined by market forces as the 
classical theorists assumed. Some economists do not accept even this 
part of classical theory but the matter is largely academic. 

What is more important is that there is f: airly general agreement 
that if prices or wage rates or both are inflexible and do not enna 
fairly quickly to changes in demand or costs, there is no reason to 
expect an automatic tendency toward full employment. 

This does not mean that there is general agreement on why particu- 
jar shifts in demand and employment have occurred but only that in- 
flexibility in prices or wage rates can prevent any classical tendency 
to automatic correction. 

It is this agreement, I believe, more than any other one thing which 
has led to such widespread acceptance among economists of the idea 
of national responsibility for maintaining high employment through 
fiscal and monetary measures. The Government is relied on to main 
tain buying power so that we do not have to depend on a general de- 
cline in prices and wage rates to generate buying power when de- 
pression threatens. 

The way in which administered prices operate to prevent an auto- 
matic correction of unemployment can be clearly seen in the behavior 
of wholesale prices during the depression of the 1930’s. Chart ITI 
represents the general behavior of market and administered prices as 
groups. The solid line is a price index for those items in the BLS 
wholesale price index which changed less than 8 times in a period of 8 
years and represents roughly a fifth of all the items in that index. 

The dashed line is an index for those items in the BLS price index 
which changed practically every month in the same 8-year period and 
also represents about, a fifth of all items. The chart only represents 
the major fluctuations in prices and leaves out the minor fluctuations 
in between. 

I have simply taken the turning points or significant points and 
drawn straight lines connecting them. 

From 1926 to 1929 the indexes for both administered and market 
prices reflect stability. Then from 1929 to 1932 market prices dropped 
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precipitately while administered prices dropped only a little. _Per- 
haps the BLS data somewhat understate the decline in the adminis- 
tered price index but various studies confirm the idea that the admin- 
istered prices did not drop anything like the drop in market prices. 

Then with economic recovery to 1937, market prices rose rapidly 
while the administered price index moved slowly so that the two in- 
dexes returned almost to the relation they held from 1926 to 1929. 

I think it is also significant that we almost returned to full employ- 
ment. You will see why that is significant in a moment. 

With the recession of 1938, the two indexes separated again, and 
again came together with recovery. 

This pattern of behavior is quite ee that which classical anal- 
ysis would lead one to expect. Instead of a general decline in prices 
which would increase the real buying power of liquid assets, there was 
a distortion of the price structure with high prices and unemployment 
in one part of the economy and low prices and full employment in the 
other part. 

That is particularly seen in agriculture as against industry but it 
is also true in some nonagricultural areas. 

Indeed one might say that in the period of high employment and 
price stability from 1926 to 1929, market and administered prices were 
in relative balance with each other, that with depression they got out 
of balance, came back toward balance in 1937, were out of balance in 
1938 and returned to balance along with full employment under the 
impact of war demand. 

I emphasize this matter of balance because it seems to me more 
than fortuitous. The two indexes were in nearly the same relation 
in the high employment and stable price period 1913-14 as after the 
First World War in 1926 to 1929 in . spite of the great price changes 
which oce urre 1 between these periods. 

And again after the Second World War and the Korean war the 
two indexes assumed nearly the same relation in the high employ- 
ment relatively stable-price period of 1953 to 1955. 

This question of price balance seems to me to need investigation 
both from the point of view of employment and from that of inflation. 

At the pr esent time the latter aspect. is the more important. 

Let us examine the inflation after the Second World War in terms 
of balance. If we rie the relation of market and administered 
prices in 1926 to 1929 as representing approx imate balance, and that 
is what theoretically vou would expect in a period of full employ- 
ment and relatively stable prices whei the whole price structure would 
have an opportunity to get into approximate adjustment. we find that 
the price freeze in 1942 was made when the price structure was again 
in approxim: ite balance. 

Prices were then fairly stable through the rest of the war period 
though market prices were less effectively controlled than adminis- 
tered prices. 

Then, price controls were removed and we had a big rise of prices, 
led by market prices. In this rise of prices and the later rise asso- 
ciated with the Korean war, the evidence seems to me clear that. it 
was the great buying power in the form of liquid assets created by 
the war which forced inflation. This monetary inflation went on 
until the higher prices offset the urge to spend created by the large 
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volume of liquid assets in the hands of the public and established a 
balance between prices, incomes, and the money supply. 

The successive rounds of price and wage increase were a means to 
this adjustment but the area of discretion both in the case of prices 
and wage rates was, in my opinion, quite incidental to the inflation; 
in fact it probably acted as a very considerable break. 

By 1952 the full price impact of the increase in liquid assets appears 
to have spent itself and the re: adjustment to the higher price level was 
almost complete. Market prices which had overshot the new condi- 
tions fell back while administered prices came into adjustment so that, 
by 1953, the price structure in general was very close to being in the 
same balance as existed when prices were frozen in the war and as 
existed in the full employment stable price periods of 1926-29 and 
1913-14. 

This new price balance was roughly maintained for nearly 3 years 
though with some sagging in agricultural prices. Then in the middle 
of 1955, a new price advance began. I do not have reliable statistics to 
show the relative movement of administered and market prices in 
these latest years but I have indicated on chart IIT my best estimates 
on the basis of the available material. 

As far as I can discover this recent price rise has not been the result 
of excessive buying power or demand but, at least to a very consider- 
able extent, has been a result of action within the area of discretion in 
which prices and wage rates are made. This is suggested by the ris 
of administered prices while market prices were st: able or falling. 

This is a new phenomenon. I do not find it anywhere in our 
history of prices. 

If adequate price analysis supports this conclusion and I think it 
is abundantly clear that such an analysis needs to be made and that 
your committee is an appropriate one to make it, then we have a real 
and immediate problem on our hands. Presumably this will be one 
of the matters considered by the committee’s investigation. And, to 
me, the main problem is not to determine whether increased wage 
‘ates or increased profit margins have been more responsible, but to 
determine the facts as to the area of discretion and devise methods 
for reducing the danger that discretionary power will be used in ways 
harmful to the public’s interest. 

Before closing I wish to add one more point about administered 
prices, a point which is not directly related to employment and infla- 
tion—that is the effect of administered prices on the effective use of 
resources. 

This is an area on which classical theory likewise throws very little 
light. Some of the effects are clearly beneficial as, for ex: imple, when 
the use of the administered price technique increases efficiency in 
doing business. On the other hand some effects are harmful, as when 
a high fixed price stimulates cost-increasing competition or where 
a high retail margin stimulates dupliction of facilities and waste of 
resources. 

These problems seem to me of great long-run importance. They are 
also extremely complex. Does the area of discretion operate over the 
longer run or is it only a short-run phenomenon? An immediate in- 
vestigation of administered prices as they relate to inflation and 
employment might well also lay the basis for a later examination of 
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how administered prices affect the use of resources and how any 
adverse effects can be reduced. 

In conclusion I wish to say that I believe administered prices lie 
quite outside the realm of traditional economic thinking and present 
a problems which cannot find solution within the realm of 

raditional theory. There is need to find out more about this type of 
Aohaation Why are administered prices changed when they are 
changed? Why not sooner? Why not later? And by what amounts 
are they changed and why not more or why not less? What are the 
factors which enter into these decisions and what is the latitude of dis- 
cretion on the part of the price administrator ? 

Price making in modern big business is often, perhaps usually, a 
complex and intricate matter. And it is likely to vary from one situa- 
tion and industry to another. It will not be easy to disentangle what 
is relevant and what is not. But until we understand the actual pric- 
ing processes involved in price administration, we are quite as likely 
to make bad, as good, national policy deci ties in these fields, 

(Charts presented by Dr. Means follow: 
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CHART II 
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Senator Keravuver. Dr. Means, we are very grateful to you for an 
interesting analysis in which you present many new, complex ideas. 
They certainly do need understanding and have much relevance in 
the situation of our economy today. 

We have approximately 10 minutes before the Senate meets in 
which to ask as many questions as possible. 
I will yield first to Senator O’Mahoney if he has any questions. 
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Senator O’Mahoney. Mr. Chairman, I was unavoidably detained 
all morning. I have been able to listen only to the concluding part 
of Dr. Means’ statement, so I have no questions until I am able to 

ead it all. 

I may submit a question then, Doctor. 

Mr. Means. Very good, I will be delighted to receive it and an- 
swer it. 

Senator Kerauver. Senator Wiley, do you wish to ask any questions 
at this point ¢ 

Senator Writer. In any commodity, what is the greatest element of 
cost ? 

Mr. Means. It varies so very greatly. If it is the meatpacking 
industry, it is the cost of cattle, hogs. 

Senator Witey. The cost of what? 

Mr. Means. The cost of cattle and of hogs in the meatpacking in- 
dustry. In the steel industry it is probably labor. It varies very 
much from industry to industry. 

Senator Witry. The reason I asked is that some of us have had ex- 
erience when we were laboring years ago in sawmills for 15 cents an 
ae Now they get eight times as much; they make as much in an 
hour as we used to make in a day. 

Necessarily, that has to be reflected in the cost of the commodity. 

Mr. Means. Right. 

Senator Wixey. And all along the line you may say that the cost of 
labor is really the big element. 

Yesterday I used the illustration of milk in my own State, where I 
am getting 7 cents a quart. Involved is the cost of distribution, the 
cost of manufacturing, and the great labor costs. But what we are 
interested in, at least I am, is seeing that the fellow that produces gets 
his share of what I pay asa consumer. That is one of the problems I 
would like to find the answer to, not simply in relation to the dairy 
products but in relation to beef and everything else that we consume. 

It seems as if there is a general conspiracy in some lines to hit the 
producer. In other lines the producer can administer his own prices, 
as you said, but we want this large segment of our economy to get a 
square deal also. 

I would like to have you do a little thinking about that and write me 
what your answer is. 

Mr. Means. I will be delighted to do so. Let me put this down. 

Senator Kerauver. Send all of us a copy of the letter. 

Senator Witey. You and I can’t have any confidential relationship, 
you understand. 

Mr. Means. It will be an interim report. I won’t have the perfect 
answer ; don’t expect it. 

Senator Keravver.. I think that is a very good request Senator 
Wiley has made of you. 

Mr. Means. Yes. 

Senator Krrauver. All through your statement, Dr. Means, you 
point out how this new phenomenon does lead to a study, and we know 
of no one more competent to make a study of it than you. We will ap- 
preciate your further judgment, your further considerations. Of 
course, they will be made a part of this record. 

Mr. Means. May I add to Senator Wiley’s request that to me the 
prevalence of administered prices in industry is a major explanation 
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of why we have a big farm problem. I think it is the quite different 
character of the pricing process in industry from that for agricultural 
products that establishes the serious problem for agriculture in de- 
pression and inflation. 

Senator Wirey. I have a sick patient, agriculture. I want to put 
him on his feet. 

Mr. Means. Yes. 

Senator Wier. Then I also have a sick patient in relation to 14 
million people above 65 years of age who have put their money into 

dollars when dollars were dollars, and now they find they haven’t the 
money on hand that they planned to have. Answer that one, too. 

Mr. Means. Yes. It is my belief that if you solve this problem aris- 
ing from administered prices and the area of discretion, you will have 
greatly reduced both of the problems you mentioned. You will have 
reduced the fever. 

Senator Keravuver. Senator Dirksen. 

Senator Dirksen. Dr. Means, what are the principal manufacturing 
industries that do not have administered prices, if you can recollect 
offhand ¢ 

Mr. Means. I think the most important single industry not involved 
in food production is the textile industry. A great deal of standard 
cotton cloths are sold on what is practically a free market price. That 
is the outstanding example. The production of scrap iron is an 
excellent one also, although not very significant. Scrap-iron prices 
are made in the market. 

Senator Dirksen. Are there any others that occur to you? 

Mr. Means. No; but I think I could find a number of others. 

Senator Dirksen. I take it then from that that across the board we 
have virtually an entire industry that operates on an administered 
price basis ? 

Mr. Means. Yes; I think so, and that is why I am trying to 
say that the problem is not solely a problem of monopoly. Monopoly 
aggravates it, but it is much broader than monopoly alone in the legal 
sense of monopoly. 

In the economist’s sense of monopoly, as soon as you have an ad- 
ministered price, you have some degree of what the economists call 
monopoly control. 

They would say that in my small business, which I have described 
here, where I administered prices, 1 was in some degree a monopolist, 
but not in the legal sense and not in the sense that is important for 
public policy so far as control and regulation of individual business is 
concerned. 

Senator Drrxsen. In the various indices that you use, do you give 
weighted averages to raw material and agricultural products and 
other items so as to make a distinction between those items reflected 
in these indices that have a high labor content as distinguished from 

a very low labor content ? 

Mr. Means. No; I have not felt that that was essential to the prob- 
lem I was trying to emphasize. Each individual price in the BLS 
index is given an equal weight, and then they are classified according 
to the frequency of price change, which is a very rough measure I 
believe of the degree of administrative control. 

Senator Dirksen. I raised that question with Dr. Galbraith yester- 
day. 
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Mr. Means. Yes, 

Senator Dirxsen. I think his answer was substantially the same 
as yours. 

Mr. Means. Yes. 


Senator Dirksen. But it would occur to me that if it were accurately 
to reflect certain conclusions, I don’t see how you could escape making 
a very careful distinction as between raw materials and agricultural 
products on the one hand and fabricated goods on the other. 

Mr. Means. I did go into that rather extensively in the report pre- 

ared for the National Resources Board back in 1939, I believe it was. 
We published it under the title of “The Structure of the American 
Economy.” 

There I made probably the most comprehensive study of prices 
of this type, and as a result of that study, we concluded that it was 
the character of the market and not the character of the commodity, 
whether raw material or finished product, which was significant. 

Senator Dirksen. Do you subscribe to the statement that our very 
distinguished chairman made in his press release on March 11 where 
he said: “Much of the present inflationary spiral appears to arise 
from price increases in administered price industries” ? 

Mr. Means. Yes; I believe so. 

Senator Dirksen. You think so? 

Mr. Means. Yes. In saying that, I am speaking of the inflation 
of the last 2 years. Also I am not saying whether it comes from the 
increases in wage rates which are passed on in prices or increases in 
prices which expand profit margins per unit. I am not taking a posi- 
tion on that because | think it is of secondary importance to the basic 
problem. 

Senator Dirksen. Are you coming back to demonstrating the ac- 
curacy of that statement by the chairman: “Much of the present in- 
flationary spiral appears to rise from price increases in administered 
price industries” ? 

Mr. Means. I think my third chart here reflects my best knowledge 
on the subject. I tried to arrive at the price figures for the most 
recent period, and if those statistics are correct, because they are only 
crude estimates, if they are found to be correct, his statement will be 
correct and, as I said earlier, that is a development for which I find 
no historical parallel. 

Senator Dirksen. One rather interesting thing about chart 3 is the 
relative stability of administered prices plus the fact that they didn’t 
go up as much as the market prices in the period from 1942 to 1946. 

Mr. Means. Yes. 

Senator Dirxsen. As indicated by that very precipitant rise in 
market prices. 

Mr. Means. I brought out in my testimony the fact that the admin- 
istered prices lagged way behind the rise in market prices, and that 
as a result they acted as a damping force on inflation. They had a 
very constructive influence. I don’t want to give the impression in 
the least that the effect of administered price is harmful always. 

Sometimes it can be harmful, sometimes it can be constructive, 
very constructive. The problem arises simply because economic theory 
has never faced up to the implications of administered prices and ad- 
ministered wage rates for economic adjustment. 
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If you go back into economic theory, you will hear them talking 
about flexible prices, perfectly flexible prices, and then they will say 
of course in fact prices are not perfectly flexible, we will all know 
they are not. 

They think of this inflexibility as a sort of a friction, and so they 
shove the whole problem into the wastebasket under the heading of 
“Economic Friction,” and never face up to it. 

I am saying it is the responsibility of this committee to face up to 
2 think that in facing up to it, they will serve business and labor 
and the public. I don’t think that there is any problem of conflict 
between the interests of business and labor in getting at the roots of 
this problem and finding a solution. 

Senator Dirksen. Your presentation is nothing more than an in- 
vestigation of these patterns and price behaviors to ascertain what 
the forces are? 

What the facts are ? 

Mr. Means. I think that is the first and central problem. I think 
that then you have got to answer Senator Wiley’s problem of how do 
you take care of it, and when that time comes, I will have some sug- 
gestions. I am not ready to make them at this time because I want 
to have my figures here checked. Maybe they are wrong. I had to 
pull them not out of the air because I know a lot about it, but out of 
inadequate data. I don’t know that they are right. 

Senator Witey. I have another problem for you. 

Mr. Means. Aren’t two sick patients enough ? 

Senator Wier. I have another one now, in view of the fact that 
it is just commonsense that the $6-a-ton price increase that steel has 
inaugurated will of course be reflected in the great industries of this 
country, in automobiles, in everything where the United States Gov- 
ernment needs steel. It will undoubtedly start another demand for 
wage increases and so forth. 

My question is this, and I am serious about it. I have thought of 
it for a long time. We have, as I said, 100 million insurance 
policies 

Mr. Means. Yes. 

Senator Wirry. We have our bonds people have invested in for 
income, and so forth. This is the question: Is there an obligation to 
get out from simply investigating and do something about the matter, 
and is this a solution or a probable solution, that in the great indus- 
trial fields, such as steel and others that have an immediate impact 
upon the industrial life and every phase of our life, we farmers now 
have to be paying more and more for a plowshare. One farmer said 
the other day he used to go out and get one for $2 and he now pays 
$14 and something for a plowshare. Is there an obligation on the part 
of us Congressmen to try to find a mechanism? One was suggested 
by Senator O’Mahoney the other day, which I thought was something 
similar, to find a legislative or an administrative mechanism for these 
people and these great industries that affect the very economic life and 
social life, and I say the political life of the N jation, before they can 
have permission for an increase, they will have to show cause like the 
public utilities have to show the utilities commission in my State. 
They are entitled to 6 percent. If they can show that they are not 
getting it, they can get an increase. 
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Now is such a thing plausible on a big scale, recognizing that in this 
country we now have an overall earning capacity in salaries and wages, 
and so forth, of $340 billion that the public will spend ? 

Don’t answer it yes or no. T bink about it and see if you can give 
us some light on that, because I have heard so much about this sick 
patient and nobody is doing anything about it. 

This $6 a ton has hit the poor public in the ribs again all along the 
line and it started the labor boys talking. 

Senator O’Manongy. Will the Senator yield? 

Senator Wiey. Yes. 

Senator O’Manonry. Somebody has been trying to do something 
for a long, long time. 

Let me make a little comment there. I think 

Senator Witey. You have my question, Dr. Means? 

Mr. Means. Yes; I have something to say to it. 

Senator Wirrey. I want a letter on it. 

Mr. Means. I have something already. 

Senator Wixey. I have heard your answer. 

(Information requested is contained in the following letter :) 


WASHINGTON, D. C., July 22, 1957. 
Senator ALEXANDER WILEY, 


Senate Office Building, Washington, D. C. 


DeAR SENATOR WILEY: I want to congratulate you and the committee on your 
investigation of administered prices. This is an extremely important subject 
and especially timely in the light of the new upward movement of prices after the 
3 years of relative price stability from mid-1952 to mid-1955. 

Also I want to thank you for the opportunity to present my best thinking on the 
three problems you raise: 

1. The continuing depreciation in value of the savings of people over 65. 

2. The price disadvantage of the farmers. 

3. The possibility of using a public-utility type of regulation for important 
administered prices. 


I, TILE DEPRECIATION IN THE VALUE OF OLD PEOPLE’S SAVINGS 


Your first problem is clearly one of stopping inflation. Here the problem is 
twofold: (1) Inflation will result if more demand is created than is necessary to 
maintain full employment; I will call this classical or “monetary inflation.” 
(2) Inflation will result if labor forces wage rates up faster than increases in 
productivity will allow or business widens its unit profit margins; the two are 
apt to go together. I will call this type administrative inflation. 


Monetary inflation 

Most of the postwar inflation has been monetary inflation arising from an ex- 
cess of money which creates an excess of demand. As I and my economic asso- 
ciates at the CED pointed out in 1946 in our little book, Jobs and Markets, the 
financing of the war brought about a great increase in the volume of money held 
by the public and this was highly inflationary because the public would not want 
to hold such a large stock of money once goods were again freely available. We 
recommended that measures should be taken to hold the price-wage line for a 
reasonable period immediately after the war while a big reduction in the volume 
of money was brought about. Since this action was not taken, we had our big 
inflation (plus the inflation generated by the Korean war). However, as I said 
in my testimony on Friday, there is strong evidence that this infiation from the 
increase in the stock of money had run its course by 1952. 

Since 1952 Federal Reserve action has in my opinion been reasonably success- 
ful in maintaining demand at just about the level necessary to maintain full 
employment in spite of some deficiency in 1954. This has required a tight money 
policy which, as Dr. Galbraith pointed out, has operated to restrict expansion 
by small business more than large and in other ways has produced some unsatis- 
factory results. But what is important here is that, except for a surge of demand 
for capital in 1956 and the accompanying increase in the velocity of money, it 
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has been successful in holding demand to about the level necessary to maintain 
full employment, 

This seems to me further evidence that the Government has the power through 
its monetary and fiscal policy (primarily though monetary) to maintain demand 
at approximately the level necessary to maintain full employment and prevent 
monetary inflation (at least under peacetime conditions.) I believe it is in the 
interest of people over 65 (and also in the interest of labor, business, farmer, 
and the public) to support the Federal Reserve in carrying out its policy of (1) 
maintaining demand at the necessary level and (2) of limiting the money supply 
and credit so that demand does not exceed that necessary for full employment. 


Administrative inflation 


So long as reasonably full employment is maintained there is always the dan- 
ger that administrative inflation will develop through what might be called 
arbitrary increases in prices or wage rates. This is, I believe, what has been 
happening in the last year or at least the last 6 months. I will discuss the control 
of this type of inflation in answering your third question. 


II. THE FARMER’S PRICE DISADVANTAGE 


As far as I can see the farmer’s price disadvantage arises from four major 
sources : 
1. The operation of administered prices and wage rates in such a large 
part of our economy. 
2. The unpredictability of weather. 
3. The immobility of resources in farming. 
4. The costs of distribution. 


Administered prices 

In an economy in which a large body of prices are administered, any group of 
producers whose prices are wholly determined by market forces is almost certain 
to be placed at a serious price disadvantage when a depression or an administra- 
tive inflation occurs. 

ln a depression, as demand declines, market prices will decline to whatever 
extent is necessary to equate supply and demand. At the same time, adminis- 
tered prices will tend to be inflexible and decline only a little or not at all while, 
under the pressure of falling demand, production is curtailed and workers are 
cut off the payroll. Thus in the great depression from 1929 to 1932, the index 
of agricultural prices dropped 54 percent while the highly administered prices of 
agricultural implements dropped only 14 percent. 

The same difference in depression price behavior between market and ad- 
ministered prices is also evident in nonagricultural goods. Thus, between 1929 
and 1932 the price of copper dropped 69 percent, zinc 52 percent, lead 53 percent, 
steel scrap 57 percent. In contrast, the highly administered prices of aluminum 
dropped only 5 percent, nickel 0 percent, sulfur 0 percent, and structural steel 11 
percent, while the price of iron ore rose 1 percent. 

The farm price disadvantage in a depression is thus a more important ex- 
ample of the depression disadvantage of all producers whose prices are made 
in the market. Also it is clear that disadvantage from this source would disap- 
pear if we maintained full employment. It is, therefore, as you are well aware, 
in the interest of the farmers as well as the rest of the public to support policies 
aimed at maintaining total demand and full employment. 

To the extent that depressions are not avoided (and I believe they can be 
avoided), the resulting disadvantage of farmers presents a problem of support- 
ing farm income comparable in nature to that of supporting the income of 
unemployed workers in a depression. I have long doubted that farm price sup- 
port is the most satisfactory method for doing this particular depression job. 
The present device for supporting farm income from wool seems to be more 
satisfactory for this particular purpose. However, an effective full employment 
policy would eliminate this source of farm price disadvantage. 

Farmers, like other producers selling at market prices, are also at a disad- 
vantage in an administrative inflation. Since farm prices are made in the market 
they will not rise if there is no increase in demand. Therefore, an upward revi- 
sion of administered prices, either because profit margins are widened or wage 
rates are pushed up faster than productivity, will put farmers at a disadvantage. 
His prices will be stable while the prices he pays go up. Here again, the most 
satisfactory policy is to prevent administrative inflation, the problem I am going 
to take up in my third section. 
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If this type of inflation is not prevented, farmers will be at a price disadvan- 
tage from this source. However, if the volume of demand is maintained at 
the level necessary for full employment, the farmers’ disadvantage from ad- 
ministrative inflation is not likely to be great. I doubt if public policy would be 
served in trying to compensate for it. Rather, public policy should be focused 
on preventing administrative inflation. 

It should be noted that farmers obtain a temporary price advantage from 
monetary inflation. An inflation induced by too much demand operates to lift 
farm and other market-determined prices, while administered prices and wage 
rates tend to lag behind. The fact that farm prices were above parity in the 
period of monetary inflation between 1946 and 1951 was, I believe, in part due 
to this lag. 

If the demand necessary for full employment were continuously maintained 
and inflation of both types were prevented, this would eliminate the price dis- 
advantage to the farmer from the operation of administered prices. But the 
other three sources—weather, immobility of farm resources, and costs of distri- 
bution—would remain. 

You are so familiar with the weather problem and the effect of bumper crops 
on farm prices, that I don’t need to go into it except to say that I don’t regard 
some fall in the price of a bumper crop as a price disadvantage to farmers. A 
somewhat lower price with a larger crop can bring in the same income to farmers. 
The price disadvantage to farmers (so far as the public in concerned) comes 
only to the extent that the price is enough lower to reduce farm income from the 
crop. This seems to me to present a real problem of reducing the instability of 
farm income. Presumably this is what President Hoover was attempting when 
he originally set up the Farm Board. Whether it is of sufficient importance to 
justify public action, I leave to the farm experts. 

The third source of price disadvantage to farmers is most serious. Even if 
full employment was maintained, inflation was prevented, and fluctuations in 
farm income due to weather were eliminated, I believe farmers would still be 
at a price disadvantage. I do not attribute this to administered prices and wage 
rates or to monopoly though the latter does make its contribution. Rather, I 
attribute the discrepancy to the difficulty of adjusting the resources in agriculture 
to the country’s need for farm products at fair prices to the farmer. The rapid 
increases in farm efficiency have outrun the increase in the country’s demand 
for farm products so that a progressively smaller number of farmers and farm- 
land is needed to supply the demand. If it were a simple matter for farmers to 
shift into other activities and to take land out of use, this increase in farm pro- 
ductivity would be easily corrected by the unseen hand of market forces. Then 
only a small relative decline in farm prices would be needed to induce farmers 
to shift into other activities. If all other prices were market prices, some farmers 
would transfer and be easily absorbed into other occupations. If the bulk of 
other prices were administered, the transferring farmers would be readily ab- 
sorbed under a full employment policy since extra manpower coming into the 
market would allow and require an expansion of demand sufficient to absorb 
the extra supply. 

But this easy adjustment depends on its being easy for farmers to shift them- 
selves and their resources out of farm production and into other activities. As 
you well know, farming is a way of life and requires very specialized skills while 
the land and buildings used are not usually easily converted to other uses. For 
psychological as well as financial and technical reasons farmers do not easily 
shift into nonfarming activities. And yet, in recent years the number of farmers 
has been declining at the rate of 100,000 a year. The unseen hand has to main- 
tain farm prices well below a fair price to farmers in order to squeeze farmers 
out of farming. 

It seems to me that the unseen hand does an excellent job in getting farmers to 
produce. Also it does a pretty good job in getting farmers to shift from one corp 
into another, but it does a rotton job of adjusting the total supply of farming to 
the country’s need. Because of their immobility some farmers who ought to be 
drawn into some other activity are farming, with the result that more is pro- 
duced than can be used at fair prices. Not only the farmers who should be 
making larger incomes in other activities are damaged but all the farmers who 
ought to keep on farming are also damaged by the resulting low farm prices. 

This problem can be dealt with by a program of limiting production. But this 
does not correct the underlying cause of the difficulty since it does not reduce 
the resources committed to farming but only reduces their current use. I believe 
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it is in the public interest to use methods to limit farm production as a temporary 
measure while a more basic solution is worked out. But a more basic solution 
would be to make it easy for farmers to transfer themselves and their resources 
to other uses. I believe a program could be worked out which would make it 
possible for some farmers to shift out of farming and into other activity and 
derive more income than they are now getting from farming. This would benefit 
not only those who make the shift but those who remain. If we have the present 
program for maintaining full employment and adopt a program for preventing in- 
flation, it seems to me the main focus of agricultural policy should be the effort 
to bring about the adjustment in farm resources to the country’s need by methods 
less unfair to those needed in farming than the maintenance of a large price dis- 
advantage, however, much the disadvantage may be ameliorated through price 
support and production controls. 

The fourth source of price disadvantage to farmers which may be important 
is the cost of distribution. I have made no special study of this subject and cannot 
say how important a factor this may be. In many ways the efficiency in process- 
ing and distribution of farm products has been increasing. In other ways it has 
decreased. I suspect that for some products, the high costs or charges for dis- 
tribution put the farmer at a price disadvantage, but that for many other products 
the farmer derives no significant disadvantage from this source. I would think 
that, for farmers as a whole, this source of disadvantage is quite secondary to 
the excess of farm resources. 


Ill. THE PROBLEM OF CONTROLLING ADMINISTRATIVE INFLATION 


In the hearing you asked me whether I thought a public-utility type of regula- 
tion might be the answer to administrative inflation and I sad that I thought there 
should be a better way of doing it. Obviously this is not a satisfactory answer. 
In what follows I will try to give an answer as far as I can now see it. 

First I want to make clear why I think administrative inflation can be con- 
trolled. Just as every major interest in our economy—farmers, labor, business, 
and consumer—gains from the maintenance of full employment, so every major 
interest gains from avoiding administrative inflation. Inflation not only reduces 
the value of the savings of older people but the savings of all people who hold a 
part of their savings in the form of money or obligations stated in terms of money 
such as bonds, saving accounts, and the like. Business enterprises, particularly 
corporate enterprises, suffer when depreciation accounts are reduced in value and 
they have to pay out a larger proportion of their earnings in taxes than would be 
the ease with no inflation. Labor suffers as the real gains from higher wage 
rates disappear with higher prices. The farmers may gain temporarily from 
monetary inflation but will lose with administrative inflation. Only government 
is a major gainer from inflation since it reduces the real burden of the public 
debt at the expense of the holders of debt. Because every major group has an 
interest in preventing administrative inflation, I believe a set of policies to this 
end which was not seriously restrictive would find general acceptance. The 
problem is to develop such a set of policies. 

I propose two distinct programs for action; (1) A program to hold the price- 
wage line in the immediate future—say the next 2 years—during which time in- 
vestigation, education, and agreement could be achieved on a satisfactory perma- 
nent program; (2) a program of investigation to establish the character of 
administrative inflation, explore the possibilities of control, including the public- 
utility type of regulation of prices and/or wage rates, and the formulation of 
a permanent program. 


Is the current inflation administrative? 


The first step is to establish the correctness of the diagnosis that the current 
rise in prices comes from administrative not monetary sources. This can be 
determined by an analysis of the behavior of wholesale prices in recent months. 

In the present situation there are three significant possibilities : 

1. The current inflation may be monetary—that is, it may come from an in- 
crease in demand greater than normal growth. In that case, it should be re- 
flected in a rise of market prices while administered prices lagged behind. 

2. The current inflation may be administrative—that is, it may come from the 
increase in administered prices and wage rates without an increase in demand 
greater than normal growth. In that case, it should be reflected in a rise of ad- 
ministered prices while market prices failed to rise. 
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3. The current inflation may be a combination of both monetary and adminis- 
trative inflation. In that case, it should be reflected in a rise of both market 
and administered prices. 

The crude figures I have suggested that after almost 3 years of relative price 
stability the price rise from the summer of 1955 to the summer or fall of 1956 
was a combination of market and administrative inflation while the rise since 
last fall has been primarily administrative. I suggested in my testimony that 
the committee needed more precise and reliable information on this matter. 

At present, the Bureau of Labor Statistics is undertaking, at the request of 
Senator Douglas, an analysis of the relative behavior of market and adminis- 
tered prices. The results ofthis should be available by early fall. A rush job 
(though much less satisfactory) could probably be completed in a matter of 2 


or 3 weeks. 


A hold-the-line program 

Once it is clearly established that the present inflation is in part or in 
whole administrative, and that it is continuing, I believe that a hold-the-line 
program should be instituted. Such a program should be executive, not legis- 
lative. I would urge the President to call a conference of business and labor 
leaders (separately or together) and get agreement from them to hold the line 
much as President Hoover obtained agreement from business leaders not 
to cut wage rates in the great depression. In this case, the agreements should 
allow small increases in wage rates to take account of increases in productivity 
(the General Motors wage contracts might be a model in this respect). Apart 
from such small increases in wage rates, the agreements would be to avoid 
all price increases except under extreme pressure and to avoid all wage increases 
(other than the small productivity increases) except where a major disparity in 
particular wage rates required correction. 

I believe that such a program, combined with a strong public statement 
to other business and labor groups and your committee’s investigations aimed 
at developing a permanent program, would take most of the heat out of the 
administrative inflation for perhaps a year and would serve to limit it in a second 
year, though perhaps not so effectively. Certainly the agreement with Hoover 
to hold up wage rates in the big depression was adhered to by business well 
into 1931, a period of more than a year and under great provocation to cut 
costs by reducing wage rates. Also, in the recent war, the orderly rise of prices 
up to the time of the price freeze suggests the effectiveness of this type of tactic. 
Then market prices which were low because of depression rose most, moderately 
administered prices rose to an intermediate degree, and the most administered 
prices rose only a little so that prices were in good balance when the price 
freeze was made. In both cases of voluntary control it looks as if the control 
is more effective for the more concentrated industries. Since these are the indus- 
tries most likely to be a serious source of administrative inflation this promises 
well for a temporary program of voluntary control. 

The success of such a temporary program would depend to an important 
extent on adequate preparation. I suggest that those responsible for organizing 
President Hoover’s conference and those responsible for wartime voluntary 
controls (controls prior to the price freeze) be consulted in preparing for the 
conference. 

It should be made clear that the proposed agreement is for a temporary 
period while a permanent program is being worked out. 

It seems to me quite likely that such a conference and an agreement to hold 
the line would not only greatly reduce the danger of administrative inflation but 
would also greatly reduce the danger of monetary inflation and allow the Goy- 
ernment to ease its tight money policy considerably, thus reducing the danger that 
tight money would increase unemployment. It could also serve to educate busi- 
ness, labor, and the public to the character and danger of administrative inflation. 


Toward a permanent program 


As I said in my testimony last Friday, we do not know enough about the be- 
havior of administered prices to be sure of prescribing an effective permanent 
program to deal with administrative inflation. Most unfortunately, economists 
have done very little work on the behavior and implications of administered 
prices. In these circumstances, I suggest the following set of investigations: 

1. An intensive analysis by the Bureau of Labor Statistics of the actual be- 
havior of the 2,000 individual commodities comprising the BLS Wholesale Price 
Index.—The study now under way by the BLS will be valuable, but a much more 
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intensive job seems to me to be needed. This would presumably require a small 
amount of additional funds and the more intensive analysis might require 6 
months to complete. 

2. An intensive analysis of the relation between changes in prices, wage rates, 
productivity, taxes, profits, etc., as they relate to the volume of production and to 
each other for a small number of administered priced commodities (perhaps 20) 
such as steel and agricultural implements.—Its primary purpose would be to find 
out as far as possible how the changes in the various factors influence each other. 
In particular the analysis would seek the factors leading to changes in price 
including the effect of changes in labor costs, other costs, the level of operation, 
etc., as far as such a factual analysis can disclose. An adequate job might be 
completed in 6 months or so and would require extra staff. 

3. An intensive investigation for a few commodities such as steel and farm 
machinery of the actual process of price making and the factors which price 
makers say they take into account in setting or changing prices.—The actual ques- 
tioning is a task for the subcommittee itself but as a preliminary I suggest that 
the heads of the companies scheduled to testify should be asked to submit, well 
in advance, a written description of the process by which they reach a decision, 
what members of their organization are involved in the decision, what informa- 
tion the decision makers have before them in making the decision, and what fac- 
tors they take into account in making a decision. 

The committee might also want to ask for a factual report to provide the in- 
formation for the specific company which is being developed for specific industries 
under project 2, 

The main objective of the actual questions would be to find out for specific 
price changes why the company made the change when it did (why not sooner, 
why not later), and in the amount it did (why not more, why not less), and to 
what extent its price was dictated by market forces. 

The questions should probably be limited to, at most, a few specific commodi- 
ties. In the case of steel, it might focus on the base price and to differentials for 
specific types or qualities of steel so as to avoid being bogged down in the thou- 
sands of separate prices which make up the actual complex of steel prices. 

4, A questionnaire sent out to a sizable number of economists setting forth 
the problem of administrative inflation as it has been presented to your com- 
mittee and asking (a) their appraisal of the theoretical possibility of adminis- 
strative inflation and of the evidence that the current inflation is of this sort: 
(b) their evaluation of the danger and damage likely to arise from administra- 
tive inflation; (c) suggestion as to what to do about it—The purpose of such a 
questionnaire would be partly to get the economic fraternity thinking about the 
subject, partly to educate, and partly for the appraisal and suggestion which 
would be forthcoming. 

The questionnaire should not be sent out until project 1 is completed and 
considerable information has become available under projects 2 and 3. The 
hearings already completed plus these projects would provide the basis for the 
questionnaire. 

5. A separate questionnaire to leading economists, businessmen, labor leaders, 
and consumer representatives asking their opinion on how the gains from in- 
creasing productivity should be shared and what this means for prices and 
wage rates in different industries.—It seems to me that underlying the long-run 
danger of administrative inflation is the problem of who gets the gains from 
increased productivity. Should all the gains go to the particular industry in 
which they occur? And if so, how should they be divided between capital and 
labor; i. e., how much in higher wage rates, etc., and how much in higher profit 
margins? How much should the gains in one industry be shared by other 
industries? What should happen to the wage rates of workers in industries 
whose productive increases lag behind those of other industries? 

There seems to me crucial questions and as long as there is no clear and com- 
monly accepted pattern, the clash between labor and business, each trying to 
maximize its share from increased productivity, can only bring confusion, 
wasteful conflict, and a constant pressure for administrative inflation. 

The analysis and publications of the results of such a questionnaire might lay 
the basis for a general conference of business, labor, and consumer aimed at 
producing a general agreement in principle as to the pattern of the division of 
productivity gains which is most in the public interest. 

I do not believe a permanent program for preventing administrative inflation 
can be designed until there is fairly general agreement on principles to be followed 
in sharing productivity. When agreement is reached on this, I believe a legisla- 
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tive program aimed at completing the job of control could be worked out without 
such drastic control as is involved in the public utility type of regulation. If 
an agreement in principle cannot be reached outside the Government, I believe 
more drastic legislation would be needed, perhaps involving a legislative decision 
on the general principle to be followed in the sharing of productivity gains. 

I am going to stop here. If it is found that the current inflation is administra- 
tive and a hold-the-line policy is adopted, I believe there will be time enough to 
carry through the projects I have suggested and also additional projects as 
their need becomes apparent and, on the basis of these projects, to formulate a 
constructive program of legislation. 

I hope I have given a more constructive answer to your question than I was 
able to give at the hearings. 

Very sincerely, 
GARDINER C. MEANS. 

Senator O’Manonry. Perhaps Dr. Means will interrupt me and 
make any changes, modifications, or comment that he may care to 
make. Is it not a fact that at the very heart of this question of 
market price and administered price is the question of the individual 
and the organization? There wasa time in the history of our econom 
when more than 75 percent of all production and commerce, all trad- 
ing, was carried on by individuals in their individual capacities. 
That type of economy, that type of industry and commerce, has been 
steadily declining with the improvement of scientific machinery, the 
means of transportation and communication, and the improvements 
of technology that have made tremendously great changes. 

Now the organization has become the primary producer of industrial 
products. 

Mr. Means. That is right. 

Senator O’Manoney. Is that not right? 

Mr. Means. Yes. 

Senator O’Manonry. There has been a steady decrease in many 
fields of the number of organizations which dominate a given industry. 

This committee conducted a special study of the automobile in- 
dustry, and there we found that the number of automobile manufac- 
turers steadily declined until the time had come when it was generally 
recognized that one big factory could, by price, if it wanted to, 
practically drive all others out of the business. 

Mr. Means. That is right. 

Senator O’Manoney. As a matter of fact, within a 10-year period 
the number of automobile factories in the United States was reduced 
from 9 or 10 to about 6. That is correct, is it not? 

Mr. Means. I don’t have the figures exactly in mind but approxi- 
mately. 

Senator O’Manoney. I am not talking now about the figures, the 
statistics, but the overall principle. 

Mr. Means. Yes, the fact. 

Senator O’Manonry. Now we have had two great slogans which 
have governed this price activity. One of them is supply and demand. 
That is supposed to be the great cure-all for prices. That is the 
defensive slogan of those who are criticized for increased prices. 
Price is governed by supply and demand. 

The other slogan is to charge what the market can bear. That is 
the slogan of those who attack the price-fixing activities of any group 
or groups, is it not? 

Mr. Means. I think there is room for debate there. It is a com- 
plicated problem. 
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Senator O’Manoney. These two slogans are used, are they not ? 

Mr. Means. Yes, they are. 

Senator O’Manoney. And they really apply to practically the same 
thing ? 

Mr. Means. I think many of our big companies do not charge what 
the traffic would bear, for reasons not having to do directly with 
market forces. 

Senator O’Manoney. That I will grant you. 

Mr. Means. That is all I wanted to say. 

Senator O’Manoney. But the change that we have been having is 
from production by the individual and trade by the individual to 
production by organization and trade by organization, and because 
of that fact, in the concentration of the productive enterprise the num- 
ber of producers who can set prices on the commodities which are 
issued, which are produced and distributed all through the country, 
has been steadily growing fewer and fewer in number. 

Mr. Means. Yes. 

Senator O’Manoney. Is that not correct ? 

Mr. Means. That is right. 

Senator O’Manonry. I would say to the Senator from Wisconsin, 
but he has departed, that as long ago as 1948 I introduced a bill after 
studies by the TNEC and after studies by the Joint Economic Com- 
mittee and after review of statistics from the census of manufactures 
which provided that whenever 30 percent or more of the total product 
of any commodity was governed or was produced by let us say five 
or six units, that before such an organized unit could raise the price, 
it should give public notice to a Government agency before which the 
facts leading to the explanation of the reason for the increase could 
be made public. 

The idea merely means that when we have a rise in prices in prospect, 
we are likely to get a more successful and a more reasonable result than 
when there is no curtain of any kind about the fixing of prices. 

Mr. Mrans. I would emphasize the point you are making here. I 
would state it in rather general terms that when a company or a 
small group of companies has reached a point where they supply more 
than some large proportion of the production for an industry, they 
already have become vested with a degree of public interest. 

What they do is no longer a matter that can be left entirely to their 
own discretion. Either way must take into consideration the public 
interest or face regulation. 

Senator O’Manonery. That has been the history, Dr. Means 

Mr. Means. Yes. 

Senator O’Manoney. Of legislation which has been passed in the 
last 75 years by the Congress of the United States with respect to in- 
dustry, trade, commerce, and business in every aspect. As businesses 
have become so great that they were not susceptible of being under- 
stood by the people who were affected by them because they crossed 
rivers and mountains and oceans in their operation and the chain 
of command passed from employees of low degree in localities to 
employees of high degree and high power in the offices of big manage- 
ment. The public knowledge of what was going on necessarily be- 
came very slim. 

For that reason, beginning with the Interstate Commerce Commis- 
sion, Congress has been setting up boards and commissions and trans- 
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ferring to those commissions the legislative power to regulate prices. 
It has been done in the States, as Senator Wiley pointed out, with 
respect to what we used to call public utilities. ‘They now like to be 
called private utilities. They are public utilities because nat serve 
the masses of the public, and the public interest is so great that the 
States have no hesitation whatsoever in regulating them. 

But the history of the development of the regulation of commerce 
has been the history of the resistance by every industry which Con- 
on sought to regulate to any regulation at all. They want to be 

ree from regulation. But the time does come when an industry be- 
comes so great or so concentrated in control that it does become vested 
with the public interest, and then the legislative power has to step in. 
Do you agree ? 

Mr. Means. With respect to the public interest involved; yes. 
Whether it is in the public interest also to intervene in the sense of util- 
ity regulation, I think we need to look a good deal further into the 
problem. The particular reason that I think we need to look into 
the problem further is because I think there has been a very important 
basic change in the character of big business over the last 20 or 30 
years. 

Senator O’Manoney. Oh, yes, that is true. 

Mr. Means. And that change requires a rethinking of a whole series 
of problems beside administered prices. 

Senator O’Manoney. I think that business organizations have as- 
sumed a much greater degree of public responsibility than they used 
to 30 or 40 years ago. 

Mr. Means. Yes; that is the point. 

Senator O’Manoney. But nevertheless the Constitution hasn’t been 
changed, and Congress still has the power and the duty to regulate com- 
merce among the States with foreign nations and with the Indian 
tribes for the benefit of the public. 

Mr. Means. I took up this change in the character of big business 
in a lecture which I delivered down at Willamsburg at the College 
of William and Mary. I gave a lecture there which I entitled “Col- 
lective Capitalism and Economic Theory” and I think that you might 
very well like to read that as a background to this discussion. 

Senator O’Manoney. Please send it to me. 

Senator Kerauver. Let’s have it made a part of the record. 

Mr. Means. I think it would be useful because it really gives the 
background of the problem of administered prices. It is not imme- 
diately germane to your immediate focus but it provides a background 
for that focus that I think you may find valuable. 

Senator O’Manoney. Will you send it to the committee for inclusion 
in the record ? 

Senator Kerauver. Send a copy to Senator O’Mahoney and then 
I think it would be of public importance to have it made a part of 
the record. 
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(The material referred to follows :) 


LECTURE DELIVERED BY GARDINER ©. MEANS AT THE MARSHALL 
WYTHE SYMPOSIUM, COLLEGE OF WILLIAM AND MARY, WILLIAMS- 
BURG, VA., MARCH 29, 1957 


COLLECTIVE CAPITALISM AND EconoMic THEORY 
(By Gardiner C. Means) 


The modern corporation has undermined the preconceptions of classical eco- 
nomic theory as effectively as the quantum undermined classical physics at the 
beginning of the 20th century. An equally drastic reconstruction of economic 
theory is due and is, perhaps, now in process. It is my purpose here to present 
a background for this reconstruction. This I propose to do by examining the 
relation between recent events and economic theory. 

But first let us consider the role of theory in human action. In a basic sense 
man is a systematic animal. We live by systems of thought which guide our 
actions. Whether the particular system of thought is that of the witch doctor 
or the modern scientist, a system built around concepts of freedom and democ- 
racy, Or around a single God and the Ten Commandments, we could not live our 
lives effectively without such systems of thought. The real world is altogether 
too complex to be grasped. We have to build simplified systems of thought in 
order to aid our action. And these simplified systems are our theories about 
the real world. 

Now it is a fundamental characteristic of our systems of thought that they 
never fit reality exactly. We can only expect at best a rough fit. A theory 
may be highly complex and logically consistent and yet it is beyond wisdom to 
make it take account of all the real facts. As an approximation, a theory may 
serve us well. Newton’s theory of gravity is sufficiently accurate for everyday 
purposes. But we should recognize that a theory can never be so complete as 
to give a perfect fit to reality. 

In the field of the social sciences the crudeness in the fit of theory to reality 
is of particular importance because the social reality can itself be changing 
relative to the theory. I like to think of society as moving in a curve of change 
and a social theory as a straight line which may or may not be tangent to the 
curve at a particular time. When the theory is tangent to the curve, at that 
time the theory fits the reality well enough so that good policy can be made in 
terms of the theory even though it doesn’t exactly fit the facts. 

In a period in which our social theories fit the facts reasonably well we have 
the minimum of social tension. But then the social reality may change. The 
tangent of theory and the curve of reality get farther and farther apart. Policies 
made in terms of the theory fail to produce good results. Tensions increase, the 
theory itself becomes discredited and there follows a period of groping fur a new 
or revised theory which fits the new reality more closely. Then a new theory or 
set of theories emerges and society is again squared away for a new period of 
effective policy and reduced tension. 

I believe we are now in a period in which society has moved out from under our 
older economic theories and a new or revised set of theories is now in process of 
development. It is my purpose here to show why new theories are needed to guide 
policy, and suggest some of the directions the new theories seem likely to take. 

The “straight line” character of social theory arises from the basic assumptions 
of any given theory. A given theory can be elaborated within the framework 
of its own logic but it is confined to the limits of its own assumptions. More 
cannot be derived from a theory than is put in by assumption. Let us see how 
this works in the case of economic theory. 


Types of control over production 


For economic theorizing, we can distinguish between at least 4 basic types of 
nongovernmental production which differ as to who controls production and can 
imagine economic models, each made up of just 1 type of production. 

We might assume a subsistence model in which each economic unit produced 
only for its own consumption and in which there was no buying and selling. In 
approximation, such an economy describes the condition of the Virginia settle- 
ments until tobacco exports became a significant factor; it describes most of 
our early pioneer settlements as our population moved west and still applies to 
some mountain homesteads. But, more importantly, it applies in considerable 
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degree to more than half of the present-day population of the world—to the 
Indian village, to the African tribesman, and to people in many other parts of the 
world. For such people the market plays a negligible role and production is 
organized within the village or tribe on a collective basis to meet the needs of the 
producers who are also the consumers. In such subsistence economies, con- 
sumers are in control of production or, what is more significant for our present 
analysis, consumer, worker, owner, and management are combined in a single 
economic unit. As a result production policy and the instruments of production 
are controlled by units which combine the interests of consumer, worker, owner, 
and management. 

Or we might assume an economic model in which individuals produce goods for 
sale in the market and buy goods in the market for consumption but no one works 
directly for anyone else. In such an economy, price and the market serve to or- 
ganize the production of separate economic units. This form of production is 
typified by most American farms—a single producer raising cash crops, selling 
the product into the market and taking out of the market what he needs for pro- 
duction and for consumption. If all production were carried on by such one-man 
enterprises we would have a pure atomistic economy with the consumer no longer 
in direct control of production but influencing production only through the market. 
In such an economy, direct control over production policy and the instruments of 
production would rest with individuals who combine the interests of worker, 
owner, manager while the interests of consumers would depend on market forces. 
It is the great achievement of Adam Smith that he presented a theory of market 
behavior for such an atomistic economy. I will come back to this in a moment. 

A third type of economy which we might assume is one in which production is 
carried on under the factory system with individual factory owners managing 
production but hiring workers to do the main producing. In such an economy 
not only the consumer but also the worker is separated from control over pro- 
duction policy and the instruments of production, except as consumer and worker 
efect production through the market. This system of production has properly 
been called private capitalism, and it was factory production which provided 
the basic assumption of Marxism theory while the separation of worker from 
control over the instruments of production provided the basis of his class struggle. 

A fourth type of economic model which we might assume is one in which all 
production is carried on by great corporate units in which ownership is so widely 
dispersed that owners as well as consumers and workers are separated from con- 
trol over production policy and the instruments of production. In such an econ- 
omy management would be in control, subject, of course, to the influence of the 
markets for goods, for labor, and for securities. And with the separation of own- 
ership and control comes the possibility of great aggregations of productive ac- 
tivity. We now have single corporate enterprises employing hundreds of thou- 
sands of workers, having hundreds of thousands of stockholders, using billions of 
dollars worth of the instruments of production serving millions of customers and 
controlled by a single management group. These are great collectives of enter- 
prise and a system composed of or dominated by them might well be called “‘col- 
lective capitalism.” 

It would be possible to elaborate other types of economy such as the Russian 
Government ownership and control, or an economy of cooperatives, but those out- 
lined above will serve the present purpose. 

Actually, the history of Europe and America in the last 4 centuries roughly fits 
the pattern of these 4 economies, though at no period was the economy exclusively 
of one type or another. The feudal economy of Europe and the pioneer economies 
of America were primarily subsistence; Adam Smith’s 18th century was domi- 
nantly atomistic; the 19th century was dominated by the factory system ; and to- 
day the big corporation gives its particular character to our modern economy. Let 
us then trace economic theory in relation to the curve of our changing economy. 

We can begin with classical economic theory which for present purposes starts 
with Adam Smith and comes down through Mill and Marshall but does not include 
Keynes. This body of theory in its essentials relates to an atomistic economy and 
never really grapples with the problems which make a factory economy different 
from an atomistic economy. This assertion may surprise you since certainly the 
determination of wage rates was one of the classical problems. But consider 
that in classical theory, labor was treated as a commodity. In an atomistic econ- 
omy the shoemaker bought leather and shoe pegs and twine; combined them into 
a pair of shoes and sold the shoes. And in classical theory the shoe manufac- 
turer bought leather and shoe pegs and twine and labor, combined them into a 
pair of shoes and sold the shoes. The factory system brought no change in theory 
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except the delineation of special commodity, labor, for which there were espe- 
cially interesting problems of demand and supply. At the same time the worker 
himself was treated as an entrepreneur seeking to market his “product”—labor. 

A single example will help to underline this fact. Ever since I became 
aware of the limited basis of classical theory I have sought cases where a classical 
scholar has made a significant theoretical point which would apply to a factory 
economy and could not apply to an atomistic economy. So far, prior to Keynes, 
I have found only a single case. It occurs in D. H. Robertson’s brilliant little 
book, Banking Policy and the Price Level. He points out that if price and 
production policy in a company or an industry were made by the owners, one 
policy would result; whereas if it were made jointly by owners and workers, 
a different policy would result with lower prices and larger volume, since instead 
of seeking to maximize profits the joint policy would seek to maximize the sum 
of profits and wages. Such a statement would make no sense in a prefactory 
system in which there was no separation of worker from control over production 
policy. 

While there may be other examples of such a departure from the assumption 
of an atomistic economy, I believe they are few and far between and have not 
produced modifications in that theory. They do not stand in the way of the 
conclusion that, for practical purposes, classical theory is built on the basic 
assumption of an atomistic economy and we apply the classical analysis and 
classical conclusions to a factory or corporate economy at our peril. 

Karl Marx took a big step forward in building his economic theory on the 
assumption of a factory economy and private capitalism. He recognized the 
separation of worker from control over the instruments of production and re- 
jected the idea of treating labor as a commodity. In this he was more realistic 
than the classical theorists. On the other hand, he built a body of theory 
which has clearly been proven wrong in this country and certainly has not been 
supported so far by events in Russia. In this country, instead of progressive 
exploitation, the workers’ lot has remarkably improved—the poor have become 
richer—while in Russia the workers are being exploited for the purposes of the 
state with a real question whether the people are better off as a result than 
they would have been if normal progress had been made in a free economy. 
For Marx’ theory the superiority of his basic assumption of a factory economy 
does not make up for the weakness in his theoretical analysis. 

As for collective capitalism, no comprehensive economic theory has been 
developed in terms of such an economy in spite of the fact that the collective 
enterprise of our great corporations sets the tone of today’s economy. As a 
result we stand with a great deal of economic theory but a major part built on an 
obsolete base and another part disproved by events. It is clear to me that a 
major reconstruction of economic theory is in order. We must create a body of 
theory which applies to collective capitalism and modify it to the extent neces- 
sary to allow for the fact that not all enterprise is collective enterprise. 


Steps toward the reconstruction of economic theory 


The first step in a reconstruction of economic theory is to define its scope in 
modern terms. So long as economics dealt only with a pure atomistic economy 
(or the theoretical equivalent—a factory economy with labor treated as a com- 
modity) the scope of economic theory could be limited to the market mechanism 
and a consideration of the ways in which individual behavior affected and in 
turn was affected by the market. For such an economy, an analysis of the market 
is also an analysis of the way in which the activities of separate individuals are 
coordinated in using resources to satisfy human wants. Some economists 
would like to limit the scope of economic theory today to the operation of the 
market mechanism. But today, with the great role played by corporate manage- 
ment in coordinating the activity of separate individuals within an enterprise, 
it is obvious that the market mechanism is not the only coordinating device. 
If we limit economic theory to the market, we are leaving out a major part 
of economic coordination. I believe that economic theory must be given the 
broader scope and deal with economic coordination within enterprises as well as 
between enterprises. It must be concerned with the coordination of individual 
action in using resources to satisfy human wants however that coordination 
is brought about. 

If we accept this broad scope for economic theory, the second step is to in- 
vestigate the various means by which economic coordination is brought about. 
So far, I have been able to discover four distinct and important ways by which 
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the economic actions of individuals can be coordinated. The first and most 
obvious is the market mechanism. I don’t need to point out how the market 
can coordinate the productive activity of thousands of individuals. A second 
and equally obvious method of coordination is by administrative direction. 
The manager tells A to do one thing, B another, and C a third and, because the 
manager planned it that way, the separate actions of the three fall into a 
common pattern. But there are two other devices of coordination which are 
not so obvious and yet are particularly important for a democratic society— 
What might be called canalizing rules and the acceptance of common goals. 

You are all familiar with the canalizing rules—the laws, rules, and customs— 
which help to coordinate daily living. ‘The rule that you drive on the right side 
of the road or the custom that bills are sent out at the end of the month help 
to bring order into individual behavior. Or consider two people getting into an 
elevator. It is much easier for a man and a woman to enter than for two polite 
men. These are perhaps trivial examples. More important are the customs 
of accepting money in exchange for goods, the laws enforcing contracts, and the 
rules and regulations set up by a corporation to facilitate its activity. The 
canalizing rules play a major role in coordinating the activities of separate in- 
dividuals. 

The fourth coordinating influence is the acceptance of common goals. We 
had an outstanding example of this during the war. There was a nationwide 
acceptance of the aim of winning the war. And in the light of this common 
goal any number of people did things or put up with things in ways to con- 
tribute to the war effort without being told. Or take a more homely example. 
A family decides to go on a picnic and without specific instructions various 
members in the family start to prepare. Some make sandwiches, some get the 
ear ready, and others get out the picnic hamper. Once the picnic goal has 
been accepted, coordination can come simply as a result of the thinking and 
action of each individual as he sees how his effort can be coordinated with that 
of others. Business enterprise is constantly using goals both to stimulate and 
to coordinate production and sales. We will come back later to the coordinating 
role of common goals. 

For our present analysis what is important is that there are at least 4 ways 
in which the action of individuals can be coordinated to a greater or less degree, 
and in any concrete situation coordination may involve 2 or more of these dif- 
ferent methods. I believe that economic theory must take account of all four. 

With this background, let us consider the various areas of economic theory 
and the direction in which they are developing or need to develop because of the 
facts of collective capitalism. For this purpose I will distinguish between the 
following four major areas of economic theory: The theory of employment; the 
theory of the firm; the theory of allocation; and the theory of economic planning. 


The reconstruction of employment theory 


The term “employment theory” is relatively new but classical theory dealt 
with the problem of underutilization of resources under the heading of Say’s 
Law and in the equilibrium equation of Walras. According to both, the only 
condition of equilibrium in an atomistic economy is one of full use of resources. 
As Mill pointed out, general overproduction is impossible—except, of course, 
temporary overproduction which will quickly correct itself. 

Actual events—the long American depression of the 1890’s, Britain’s long de- 
pression in the 1920’s, the worldwide depression of the 1930's, and the long 
history of business fluctuations—finally broke the hold of Say’s Law and the 
belief in a self-correcting mechanism that would maintain reasonably full em- 
ployment. Keynes came forward with a new theory of employment which he 
believed would explain the possibility of equilibrium at less than full employ- 
ment in a competitive and flexible-price economy. For many years this theory 
found wide acceptance and helped to make theoreticaly respectable the rejec- 
tion of Say’s Law. But in spite of the brilliance of Keynes’ analysis, it rested 
on an assumption that is no longer generally accepted by economists—the as- 
sumption that the only way a change in the real stock of money could effect 
the level of demand and employment is through changes in the level of interest 
rates. I cannot go into detail here. It is sufficint to say that the statistical 
evidence does not support Keynes’ assumption. Keynes has not supplied an 
explanation of unemployment for an economy of flexible prices and wage rates. 
For such an atomistic economy, the only condition of equilibrium would appear 
to be one of full employment; Say’s Law would still seem to hold for an atomistic 
economy. 
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But our present day economy is not an economy of flexible prices and wage 
rates. The factory system and the modern corporation have brought changes 
which need to be taken into the basic assumptions of theory. Labor is not a 
commodity and wage rates are not flexible but a form of administered prices. 
Also administration of enterprise has extended into the goods market and we 
have administered prices for goods also. When economic theory is rebuilt on the 
basis of administered prices and administered wage rates, I believe the inappli- 
eability of Say’s law and the Walrasian full-employment equilibrium will be 
obvious. 

First let us consider wage rates. Classical theory had no difficulty picturing a 
commodity market for wheat or oranges with suppliers and demanders brought 
into adjustment by price. But have you ever run across a theoretical description 
of a market for labor in which the wage rate equates the demand and supply of 
labor? I never have and I have never been able to envisage such a market. 
Would each worker come into the market each day and offer a basket full of 
“labor” and would employers “buy” a fresh lot of labor each day? This just 
doesn’t make sense. A worker can’t sell his labor apart from himself; an enter- 
prise can’t use labor apart from the persons who constitute it. And an essential 
part of the value of “labor” to an enterprise is the familiarity of the perons con- 
stituting “labor” with the equipment or affairs of the enterprise employing them. 
This means that a free market and flexible prices for labor are not feasible if 
big factory or corporate enterprise is to be efficient. 

In actual fact, as I have said, wage rates are a form of “administered price.” 
Before labor became organized, the typical procedure for establishing wage 
rates was administrative. In starting up a factory, the manager decided on what 
wage rates he would pay for each type of work and sent out word that jobs were 
available. If the supply of job seekers at those wage rates was larger than he 
wanted to hire, he would turn some away. If the supply was not as large as he 
wanted, he would send word farther afield or perhaps he would send out recruit- 
ing agents to bring in workers. Thus the wage rates set by the manager would 
only equate supply and demand by chance. In most cases either demand or supply 
would be in excess. And what is most important for employment theory—the 
fact of a discrepancy between the supply and demand for labor would not lead 
the manager to alter his wage rates unless the discrepancy was considerable. 
Similarly, once a factory was in operation, if the manager needed fewer workers, 
he would lay off a part of his labor force. But he was unlikely to reduce his 
schedule of wage rates unless there was a very large increase in unemployment 
or his own firm was being seriously squeezed by competition. Thus, under the 
factory system, and even without labor organization, wage rates were adminis- 
tered and tended to be relatively inflexible, seldom closely equating the supply and 
demand for labor. 

Whether or not labor organization has increased the inflexibility of wage 
rates is not clear. During the great depression of the early thirties, wage rates 
dropped more in the clothing trades in which labor organizations was strong than 
in such durable goods industries as automobiles and electrical equipment where 
unemployment was greater, labor was weak, and wage rates were administered 
by the corporate management. On the other hand, negotiated wage contracts 
certainly limit the power of management to change wage rates for periods of 
time. For present purposes it is immaterial whether labor organization increases 
the inflexibility of wage rates or simply confirms a behavior which management 
would have adopted in any case. What is important is that the factory system 
and the corporate system involve wage rates which do not behave like the 
classical commodity prices. 

Administration of prices has also come to be a dominant characteristic of our 
factory and corporate economy. A company will set its price for a product and 
hold it constant for a period of time, selling whatever amount is demanded at 
the administered price. Demand at the administered price may be in excess of 
supply, as was recently the case with steel. Or demand may be less than the 
company is willing to supply at the administered price. As a result, an admin- 
istered price will equate supply and demand only by chance while an excess of 
supply or demand of considerable magnitude may develop without resulting in 
a revision of an administered price. 

The classical theorists were familiar with administered prices but, so far as 
I know, administered prices were never introduced as a basic assumption in 
classical economic theory. Their effect was treated as a matter of friction which 
slowed up but did not prevent the process of automatic adjustment. But today 
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a large proportion of all labor and commodity transactions in this country take 
place at administered prices. Certainly most of retail distribution, including a 
large part of food distribution, is at administered prices. So are most manu- 
factured products and most of the services. Only in farm products and raw 
materials is the classical market price the general rule and even here there are 
many exceptions. Thus, the factory and corporate systems provide us with 
administered prices as well as administered wage rates, both of which lie outside 
of classical theory. 

Once one introduces administered prices and wage rates as basic assumptions 
in employment theory, it is not difficult to explain equilibrium at less than full 
employment. Keynes did this, not as a theory, but as a device of exposition. 
When he analyzed the affect on employment of changes in the propensities to 
consume and invest he first assumed that prices and wage rates were fixed. 
This was only a device to make it easier to follow his analysis and he has made 
it clear that his conclusions on employment did not depend on this temporary as- 
sumption. Yet perhaps his greatest claim to fame will be this inadvertent in- 
troduction of a formulation of equilibrium with fixed prices and wage rates. 

Of course, administered prices and wage rates are subject to change and the 
new theory of employment must take account of the successive readjustment of 
prices and wage rates as the discrepancy between supply and demand exceeds 
some threshold of administrative action. The theory must be concerned both 
with the magnitude of this discrepancy and with the magnitude of the price 
revision when it is made. What is immediately important is that, when ad- 
ministered prices and wage rates are assumed, it is easy to construct economic 
models which reach short-run equilibrium at less than full employment and in 
which automatic forces operate toward full employment so slowly as to be unim- 
portant. Thus, in one plausible model which I constructed, the automatic forces 
would restore full employment only after an infinite regression in time. 

Here, then, is a major reconstruction of economic theory required by the actual 
characteristics of our economy. Fortunately our practice in seeking to maintain 
full employment has run ahead of dependable theory. But a dependable theory 
of employment could greatly clarify the essential role of government and greatly 
increase the efficiency of practice in this field. 

The problem here is to develop a statement of short-run economic equilibrium 
on the assumption that some prices are of the clasical type and some are ad- 
ministered. We have the Walrasian formulation of equilibrium for a perfectly 
flexible priced economy. We have the Keynesian formulation with its ambiguity 
as to price but capable of stating an equilibrium with prices fixed. What we need 
is a Walrasianlike formulation which will state the condition of equilibrium if 
some prices are administered and some prices are flexible, and how changes in 
the equilibrium determining factors will alter the equilibrium result. 


The reconstruction of the theory of the firm 


A second area of economic theory which needs reconstruction because of the 
modern corporation is the theory of the firm. This presents a many-issued prob- 
lem and one at the heart of economic theory since assumptions about the be- 
havior of the firm enter into all other areas of economic theory. 

Classical economics has given us a highly elaborated theory of the behavior of 
a firm—and here I include not only the classical line through Marshall but also 
the somewhat arid analyses of Chamberlin and Robinson. This theory is con- 
cerned with the firm as a buyer, combiner or producer, and seller of goods. And 
because labor is treated as a commodity, it applies primarily to an atomistic 
economy. The theory itself starts with the assumption that the entrepreneur is 
seeking to maximize his profit and works out the different patterns of behavior 
which would maximize profit under various known conditions. 

This theory when applied to imperfect competition has always given me a good 
deal of trouble even as applied to an atomistic economy. But let us assume that 
the classical theory of the firm does apply to the small entrepreneur in an atom- 
istic economy or is so modified that it does apply, and ask what modifications are 
needed to make it fit the corporate firms of collective capitalism. 

The first change is implicit in our discussion of employment theory—the new 
theory of the enterprise must account for the well-nigh universal presence of ad- 
ministered prices and wage rates and their respective behavior. There is nothing 
in the classical theory of the profit maximizing firm which would lead one to ex- 
pect administered prices or administered wage rates. 

A second change was pointed out by Adolf Berle and me in our book on the 
Modern Corporation and Private Property in which we indicated how the separa- 
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tion of ownership and control in most of our big corporations undercut the func- 
tion of profits to owners as a stimulus to more efficient operation of enterprise. 
Consider first the profits going to those stockholders who do not in fact control 
the enterprise or make policy. Such profits cannot act as an incentive to better 
operation of the enterprise. And if, instead, profits over and above the amount 
necessary to induce investment were to go to the controlling management so as 
to induce more efficient operations, as profit theory would require, the courts 
would find this illegal since the profits belong to the stockholders. 

On the other hand, how much do profits from ownership act as a stimulus to 
those in control of a big corporation whose stock is widely dispersed? It is 
often said that, even though a controlling group may own only a small pro- 
portion of a company’s stock, their ownership interest and the incentives arising 
from it can still be large because of the size of the company. Let’s look at this 
for a minute. Consider, for example, a memorandum recently circulated by 
the Atchison, Topeka & Santa Fe Railway Co. giving the stockholdings of the 
directors of the company who are, in effect, in control of that corporation. In 
combination the directors hold one-tenth of 1 percent of the outstanding stock. 
The average stockholding per director has a current market value of approxi- 
mately $50,000 and the largest holding by a director is just under $200,000. 
These are sizable amounts of investment. But do they really supply a signif- 
icant inducement to strive vigorously to increase the company’s profit? Suppose 
that by more vigorous direction the company could be made to yield 20 percent 
higher profits. Assuming this would mean a 20 percent higher dividend, the 
average director would get $600 more in dividends while the director with the 
largest stockholding would get four times this amount. And since most of the 
directors, if not all, are already paying income taxes at the more robust rates, 
only a part of the $600 would be a reward. My own belief is that the directors 
of such a well-run railroad as the Santa Fe try to run it well for the same 
reasons that the trustees of a great university seek to run the university well. 
In the case of the Santa Fe, profits are a symbol of successful operations, but I 
question how far the receipt of profits by the controlling directors through their 
ownership is a dominant stimulus to efficient operation. 

I am not here suggesting that profits do not play an important role in big 
corporate enterprise. I am suggesting that their role may be quite different 
from that attributed to profits in the representative small firm of classical theory. 
As a minimum we can say that profits cannot perform their traditional role 
where ownership and control are separated since this traditional role depended 
on the assumption that ownership and control were combined. We need to 
start fresh and ask just what are the motivations of top corporate management— 
to increase their personal incomes, to serve the stockholders, to expand manage- 
ment’s power, to foster the status of the corporate collective, to serve the public 
interest? Clearly a new theory of the firm to apply to the corporate collective 
must start with an analysis of motivation in the big business bureaucracies. 
Such an analysis must be based on &ctual observation. This will not be easy 
because motivation is itself elusive. Perhaps such investigations will require the 
joint action of economist, political scientist, psychologist, and anthropologist. 
Until such studies are made our basis for assuming motivation is inadequate. 

In the meantime, I offer the suggestion that a study of motivation in the top 
management of a great university would throw more light on the motivation of 
top corporate management than any amount of study of small private enter- 
prises. Like a university, the great corporate collective is a going concern, 
with its own momentum and its own internal drives and internal conflicts. 
Literature is beginning to reflect this in such books and plays as Executive Suite 
and The Solid Gold Cadillac. How far is the task of top management in the 
corporation that of generating and sustaining group thinking and group decision 
making? And what factors actually enter into top management decisions? 

There are also problems of motivation in the lesser ranks of management. 
Are the pressures for conformity and compromise in the group activities of 
management reducing initiative and enterprise either by suppressing it or 
selecting away from it? Are the great corporations creating a new economic 
man—the organization man—with new characteristics which the economist 
needs to understand, analyze, and take into account? And can the organization 
man be adequate to fill the shoes of top management? 

The bureaucratization of industry requires still another extension of the 
theory of the firm—the study of the bureaucracy itself. How are the great cor- 
porations actually run? How are the activities of a hundred thousand persons 
coordinated within a single enterprise? What organization makes for effective 
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use of resources, what for wasteful use? With so much of the coordination 
of individual activity brought about through administrative action within single 
units, how does this affect the use of resources in the satisfying of wants? In 
some degree this aspect of enterprise theory must deal with the same problems 
of administration as those dealt with by political theory in its analysis of gov- 
ernment bureaucracy, but in other respects, particularly in its focus on the im- 
pact of administration on the use of resources, this will be a new kind of alloca- 
tion theory in which the unseen hand of Adam Smith is replaced by the visible 
hand of business bureaucracy. 

The reconstituted theory of the firm will also have to take account of cor- 
porate politics as well as corporate economics. The modern corporation is more 
than a legal framework of enterprise. It is an institution for interrelating the 
interests of security holders, workers, consumers and management. As such it 
is a focus for conflicting as well as common interests and the focus of power 
conflicts. Just where in these power conflicts economics leaves off and political 
science begins is not at all clear. Perhaps what we need is a new joint science 
which gives new content to the old term political-economy and applies it to the 
politico-economic formation of policy in the great corporate enterprises as well 
as in government. 

Finally, the theory of the corporate firm will have to consider the public 
responsibility of corporate management arising from size and the separation of 
control from consumer, worker, and owner alike. In our book on the modern 
corporation, we suggested that, if the controlling management of the big dis- 
persely owned corporations adopted the role of arbiter between stockholders, 
workers, and consumers the courts might accept such a role. Certainly there 
is considerable evidence that the larger corporations are accepting some degree 
of social responsibility as a step toward their own long-run status and survival. 
The theory of the collective firm must therefore consider under what conditions, 
if any, an enterprise can operate to serve the public interest without itself as- 
suming any social responsibility. And under what conditions an enterprise is 
so large or so relates investors, workers and consumers that it must take into 
account, or be made to take into account, considerations of social interest as well 
as those of corporate profits. 

When we have an adequate theory of the collective corporate firm, we will be 
able to picture an economic model of big corporate enterprise. Such a theory 
combined with adequate theories of the firm for an atomistic and for a factory 
economy should give us the basis for understanding most firm behavior in our 
actual complex economy. 


The reconstruction of allocation theory 


The third great branch of economics I propose to discuss is allocation theory. 
Classical allocation theory rests on or includes the traditional theory of the firm 
and is concerned with the process by which scarce resources are allocated to 
different uses. It starts with the assumption of full employment and deals with 
the way in which prices and the market mechanism operate to direct resources 
into the production and distribution of the goods most in demand. Marshall’s 
Principles represent the greatest formulation of this theory. It has been much 
elaborated since Marshall’s time but a great deal of the elaboration is to be 
found, at least in embryo, in Marshall's footnotes. 

Certain basic assumptions of this theory are clear. Beside the assumption of 
full employment, the theory postulates Marshall’s representative firm with own- 
ership and control combined in a single owner or partnership. It treats labor as 
a commodity. And it assumes flexible prices which adjust to equate supply and 
demand. With these postulates Marshall purports to show that, in general, 
prices (including wage rates) will so adjust that price and marginal cost will 
tend to be approximately equal resources will tend to be used in the most produc- 
tive manner, and the rewards to the factors of production will tend to be close 
to their respective marginal contributions to production. This theory is of great 
importance today because a great deal of private and public policy is built 
upon it either consciously or unconsciously. 

Now I do not wish to raise here the question of whether the conclusions of 
this theory logically flow from its postulates. The significant question is whether 
these same conclusions would flow if we postulated, not Marshall’s representa- 
tive firm, but the modern corporation with its vast size and the separation of 
ownership and control; if we postulated, not labor as a commodity, but labor as 
a group of human beings; if we postulated, not flexible prices which equate supply 
and demand, but administered prices under which supply and demand can be 
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different. So far as I know, there is no one who has developed a coherent theory 
which rests on such modern postulates and develops their implications. 

I have not done much work in the field of allocation theory, having been pri- 
marily concerned with employment theory, but I can at least lay down some 
questions which should challenge attention. 

Let us consider an economic model in which all economic production is carried 
on 400 huge corporations. Also let us say that at the outset, while each com- 
pany produces many products, there are only four companies producing each par- 
ticular commodity and each has its own particular brands with their own 
characteristics; that labor, unlike a commodity, has created labor unions and 
wage rates are made by collective bargaining between unions and individual 
companies; and that the individual companies offer and promote the sales of 
their products at administered prices which are seldom changed except as quite 
large changes in costs or demand occur; and finally that we start with full 
employment. How would such an economy run? 

You will notice that I have excluded price wars by assumption. With only 
four producers of a commodity and with a considerable degree of product differen- 
tiation, competition can express itself in greater advertising expenditures, in- 
creased product differentiation, product improvement and other means which 
seek to take business away from competitors or to expand the market. But the 
knowledge that a price cut will be met or surpassed by a competitor will inhibit 
price cuts except to adjust to a considerable change in cost or demand. 

Also I would raise the question whether even a major change in demand would 
affect price. At a recent meeting of businessmen and economists, the head of 
on2 of our big retail and manufacturing enterprises argued that demand had no 
influence on prices and challenged the economists present to show how an increase 
in the demand for the products of his company would lead to his charging higher 
prices. In his thinking prices were determined by costs and probably for his 
particular firm he was essentially right. Of course, it was easy to suggest that 
many raw materials have flexible prices which are sensitive to changes in demand 
and that when the demand for his products increased he increased orders and 
thereby increased the demand for raw materials somewhere back along the line 
and this ultimately raised his costs. But, suppose that raw materials were 
produced only by a few companies and they also operated with inflexible admin- 
istered prices. Under what conditions would changes in demand have an effect 
on prices? How large a change in demand would be necessary to trigger a change 
in price? And what relation could be expected between marginal cost and price? 

Then consider the question of profits or rate of return on capital. Traditional 
theory suggests that, with only four producers and no price wars, the rate of re- 
turn on capital would tend to be abnormally high in relation, say, to interest 
rates or to the current costs of capital. Is this in fact true? What would 
place a roof on excessive earnings? Would strong labor unions prevent too 
high rates of earnings? Or would labor and capital gang up on the consumer? 
And if this happened equally for all industries would it make any difference since 
the high money prices could be met out of high money incomes? Would com- 
petitive advertising and promotion so increase selling costs as to absorb excessive 
profits, keeping costs and prices in line, not by reducing prices but by increasing 
costs? Would the threat of new entrants into a given market keep profits in 
bounds? And if profits were not kept in line, who would benefit from high 
rates of earnings, stockholders who do not control the enterprise or manage- 
ment that does? Also, would it be possible to maintain full employment in 
such an economy and avoid inflation? 7 

An even more fundamental question is whether, in our economic model of 
a few great collectives, resources would be well allocated? Here we have to 
deal not only with the determinants of relative prices which help to guide the 
flow of resources into different uses but also the direction of resources within 
the great collectives. It is often said that consumers direct the use of re- 
sources by what they purchase. Yet how great is consumer choice? If you want 
to buy a new American car this year as far as I can see you have very little 
real choice. What you are offered is a longer, heavier car with fins. I am 
reminded of a recent cartoon in which two men are looking down at the rear 
of a new high-finned car and one says to the other, “You don’t like fins and I don’t 
like fins. What would happen to the American economy if nobody liked fins?’ 
In some ways, our big American producers are the most efficient in the world. 
But if finned cars are a temporary matter and not really wanted by the people 
who will have to buy them secondhand, the resale value of finned cars will be 
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low and the reduction will reflect inefficiency in the use of resources which 
could offset a good deal of efficiency in production. The problem of the allocation 
of resources through corporate enterprise is both a matter of efficiency in pro- 
duction and importantly a matter of what is produced. A consumer veto over 
wasteful use of resources is by no means the same as consumer control over 
their use. 

Here I have raised questions as to how allocation in an economy made up of 
big enterprises could be expected to take place. I could go a lot further in ask- 
ing specific questions. But what is important here is that the questions are of a 
sort which cannot be answered by any amount of study of Marshallian theory, 
including Marshall’s footnotes. Clearly a new coherent body of allocation theory 
is needed if we are to understand our actual economy and make wise decisions 
in such matters as antitrust policy, Government regulation, anid economic plan- 
ning. Such a new coherent body of theory would derive many of its parts from 
older theory. Other pieces for such a theory which cannot be derived from Mar- 
shallian theory are already developed or in process of development. But so far 
as I am aware no coherent theory has been produced which would effectively 
describe allocation in a model economy of collective capitalism or for our actual 
economy which is so largely composed of big collective corporate enterprises. 

I could go on into other fields of economic theory and point to other changes in 
theory required by the factory system and collective capitalism. The inapplica- 
bility of the classical mechanism of international trade adjustment, the irrele- 
vance of a wage theory which relates wage rates to the marginal product of labor, 
and the minor importance of a growth theory which builds on private individual 
invention. But to go into them would take too long. 

There is, however, one major field of theory which has been added by the 
development of collective capitalism and was quite absent from traditional 
theory—this is the theory of economic planning. 


The need for a theory of economic planning 


There has been a great deal of confusion about economic planning—particularly, 
its relation to dictatorship. This is understandable since economic planning has 
been most highly developed in Russia and is directly tied to government opera- 
tion of industry. But economic planning itself can be an important tool in a 
democracy. It can facilitate more effective use of resources without dictating 
those uses. 

Consider for a moment our recent transition from a war to a postwar economy. 
For the first time in a long history of business fluctuations, a postwar depression 
was avoided. How did it happen that demand and employment were sustained 
after the war? Partly it was the result of the pent-up demand and fiscal expan- 
sion which have always accompanied major wars. But I believe it was partly 
the result of economic planning (in which the Committee for Economic Develop- 
ment played an important role) as a result of which both Government and indus- 
try were already prepared to make a quick shift from war to civilian production 
and the potential goals of production were set for a full employment economy. 
How this was done is a long story but that it was done and did contribute to the 
prevention of a postwar depression I am certain. 

We find economic planning being encouraged by businessmen in connection with 
our foreign economic aid. Thus, one well-known business leader recently sug- 
gested that in providing economic aid to the less-developed countries we should 
require that any country to be aided should prepare a well-worked-out plan for 
economic development. 

And, of course, we are undertaking a form of economic planning in our govern- 
mental agencies concerned with the maintenance of full employment, particularly 
the Council of Economic Advisers and the Federal Reserve Board. 

We also need to consider the potentials of economic planning in bringing about 
a better use of resources. I believe that, when an adequate theory of allocation 
is worked out for collective capitalism, it will show a very considerable degree 
of indeterminacy in the allocation of resources insofar as purely economic forces 
are concerned and that, if we are to have a high degree of effectiveness in the use 
of resources and avoid the pressure for Government direction, we need to have a 
clearer picture of what seems likely to constitute effective use of resources 
as a background against which private, corporate, and Government decisions 
can be made. This would be economic planning without compulsion. 

Finally, in closing, I want to express my enthusiasm for collective capitalism. 
I believe it is to a major extent responsible for the high levels of living which 
we enjoy in this country. I believe we are still some way from understanding 
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how it really works and what its imperatives are. We have started meeting 
some of these imperatives in our social-security programs, in Government action 
to clear the way for labor organization and in our acceptance of Government 
responsibility for full employment. Our problem now is to understand its opera- 
tion so well that we can make it provide not only full employment and high 
productive efficiency but effective use of resources, equitable distribution of in- 
come, freedom to the individual to develop his resources and the continued 
growth which is a potential of collective capitalism. I do not believe this can 
be achieved if we base our policies on economic theories built on the postulates 
of Marshall’s representative firm, flexible prices, and labor treated as a com- 
modity. 

As I said at the outset of this lecture, I believe our position today is very 
much like that of the physical scientists 50 years ago when the reality and im- 
portance of the quantum had been accepted but was not a postulate of current the- 
ories. We need an economic Nils Bohr, a de Broglie, a Heisenberg and a Dirac to 
reconstruct or revolutionize economic theory as these men revolutionized physical 
theory. Such new theory seems to me likely to be quite different from classical 
theory because so many of its underlying parts would be new. It would have to 
take full account of the implications of administered prices, the new status of 
profits, the concept of countervailing powers. I believe such a theory would 
indicate the great economic and social advantages of the great corperate col- 
lectives but it would also bring out the ways in which the economic results fall 
far short of being satisfactory and suggest ways in which improvement could be 
made. But even more important, I believe it would greatly clarify the character 
of the responsibilities which the managers of our great collectives have assumed 
and are only now beginning to be aware of and would provide an improved basis 
for public policy under our system of collective capitalism. 


Senator Kerauver. Dr. Means, before we close, let’s see if I can 
ask one question to summarize the problem we are trying to get at. 

Referring back to the press release that I issued in announcing this 
hearing, which Senator Dirksen referred to, the second paragraph was 
that— 
he [referring to me as chairman of this committee] declared that the high 
cost of living which represents the No. 1 domestic problem to the American con- 
sumer is due in no small part to the upward manipulation of prices by big com- 
panies in administered-price industries. 

You said you agreed with that and you felt your chart No. 3 proved 
the point, is that correct ? 

Mr. Means. Yes, insofar as the statistics are reliable. I want to 
see them confirmed or checked. 

Senator Kerauver. They represent your best judgment ? 

Mr. Means. My best judgment. 

Senator Keravuver. It being true that there is an upward price 
spiral due, in no small part, to the upward manipulation of prices by 
big companies in the administered-price field, you say here, and the 
other economists have said, that a large segment of our manufacturing 
and price and sales are in the administered-price field ? 

Mr. Means. Yes. 

Senator Kerauver. If this goes on, or even at the present time, but 
certainly if it goes on, doesn’t that indicate that we have two alterna- 
tives in the protection of the American consumer ? 

First, that we have to get some competition some way or other 
among the industries in the administered price field. That would 
help solve the problem, wouldn’t it ? 

Mr. Means. I think the problem would still be with us. I am quite 
convinced that that would be the case. 

Senator Krerauver. But it would certainly mitigate the seriousness 
of it, wouldn’t it, that is, in the steel industry, if they were actually in 
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competition, or in some of these other industries where they all adopt 
substantially the same price, if we had some competition based upon 
one being able to manufacture at a lower price than the others. That 
would certainly tend to stop or check this upward spiral in the admin- 
istered price industry, wouldn’t it ? 

Mr. Muans. I would expect it to slow up the rate of rise, but I think 
the rise would still be with us if we also maintained full employment. 
It might mean the difference between a rise in a 10-year period instead 
of a rise of 50 percent it might be 40 percent, it might be a rise of 25 
or 30, but the problem would still I think be with us. 

Senator Kerauver. But you think it would help ? 

Mr. Means. Yes, I am inclined to think that increased competition 
might help in some degree, but as a matter of fact, I think any effort 
to increase competition would help more by the pressure on business 
within the area of discretion in using that discretion more in the public 
interest. 

For example, I would think that the operations of this committee 
may well have reduced the size of the steel increase. 

Senator Kerauver. Will you elaborate on that, Dr. Means, that the 
operations of this committee may well have reduced the size of the 
steel price increase? What do you mean? 

Mr. Means. If you are administering the price for a big company 
and the public attitude is to pay little attention to what you are doing, 
you can feel free to raise your prices. If you feel that the public via 
the Congress is looking over your shoulder, you will certainly not run 
the risk of a bad public reaction to the same extent. 

I don’t know that it is true, but the press has reported that the pric- 
ing discussion with respect to steel ran all the way from the $6 price 
increase to $12 or $14, and that the adverse public reaction likely to 
arise from the higher price probably had some influence in choosing 
the lesser price increase. 

Senator Krravver. And you think the announcement and holding 
ef hearings like this and other hearings does have a salutary effect 
in getting industry to hold down prices or at least to select a lower 
price in the area of discretion ? 

Mr. Means. Yes, I do. Also the antitrust activity of the Govern- 
ment and various other activities. 

Senator Kerauver. The antitrust activity of the Government has a 
salutary effect ? 

Mr. Means. Oh, very. 

Senator Krrauver. Then, would you further agree with Dr. Nourse 
and especially with Dr. Galbraith, who yesterday suggested that the 
public opinion created by committee hearings and other governmental 
action would be more salutary and would tend to cause the managers 
of administered price industries to hold down their prices even more 
if hearings and consideration were to be given before the price raise 
rather than afterwords? 

Mr. Means. Yes, I would say so. I haven’t yet reached a conclu- 
sion in my own mind whether that is either a feasible or the most 
effective procedure. 

Senator Dirksen made the very good point—that our economy de- 
mands the making of millions and millions of specific decisions all the 
way throughout the economy. One of those decisions is the decision 
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of the Federal Reserve Board with respect to the discount rate. That 
is a decision that is fraught with a great public interest. It is a pretty 
vital decision. I would think that, for example, the price of steel, 
the base price of steel, was somewhere intermediate between let us say 
the Federal Reserve discount rate and the price of my blankets, and 
that it is affected in some degree with a public interest. 

What measures should be employed to make sure that the public 
interest is reflected in the decision seems to me something to be debated 
and discussed, but I wouldn’t be ready to say that the Galbraith pro- 
posal was necessarily the best answer. 

Senator Kerauver. Dr. Means, I think you have made a very sig- 
nificant statement on page 15 where you say : 

As far as I can discover, this recent price rise has not been the result of 
excessive buying power or demand but, at least to a very considerable extent, 
has been a result of action within the area of discretion in which prices and 
wage rates are made. This is suggested by the rise of administered prices while 
market prices were stable or falling. 

Dr. Means. That is right. 

Senator Kerauver. Now may I ask in further explanation of this 
statement where you refer to buying power, do you mean that the con- 
traction of the money available, the so-called tight money policy, is 
certainly not an adequate answer to the present problem because there 
is no excessive buying power? It is not the full answer to the present 
problem ? 

Mr. Means. That is right. It is not the full answer. It is an es- 
sential part of the control of inflation. If vou have too much demand 
you are going to have inflation. I think that the Federal Reserve 
authorities have been quite successful in limiting the excess demand. 

Senator Keravuver. Your last sentence is: 


This is suggested by the rise of administered prices while market prices were 
stable or falling. 

Doesn’t that also mean that the present inflation is not due to a lack 
of availability of goods? 

Mr. Means. That is right. 

Senator Keravuver. And raw materials? 

Mr. Means. That is right. 

Senator Keravuver. And is that not further shown by the fact that 
in most segments of our economy we have more plant capability than 
we have production at the present time ? 

Mr. Means. At the time that the $6 rise in steel prices was an- 
nounced, the management of the steel companies must have known 
that they were going to be operating under 80 percent of capacity 
Sova a matter of weeks. Their backlog of demand was clearly 

own. 

Senator Keravver. So there is not a shortage of steel, and there is 
not a shortage of the ability to produce steel. 

Mr. Means. That is right. 

Senator Keravver. It is due to something else. 

Mr. Means. It could be that the increase in wage rates meant that 
their costs went up and that they were justified in raising the price of 
steel $6. I do not wish to take the position that the basic source of this 
steel increase, the initiation of it was entirely in the hands of business. 
It may have been that it was a product of labor. I think that is of 
secondary importance as I have said. 











t 


y 
L, 
y 
d 


et 


OO ms Ph 


cm ww F& 


ADMINISTERED PRICES 117 


Senator Kurauver. What they were going to do was in the hands of 
business management. 

Mr. Means. That is right. 

Senator Kreravuver. In connection with the area of discretion, as 
you have called it, I can’t help but think of the experience of the elec- 
tric power industry when years ago they worked on the theory that 
it was best for them and that they would make more money, by selling 
a smaller amount of electricity at a high cost per kilowatt hour. They 
worked on that theory for a leat time until certain public operations 
showed that they could make more money, and of course be of greater 
benefit to the public, by producing a great deal more electricity and 
selling it at a lower cost. 

Mr. Means. Yes. 

Senator Kreravuver. Do you not think that has some applicability to 
other administered price industries ? 

Mr. Means. Oh, I think so. I think the case of Ford when he 
originally set a very low price for cars is another example of the same 
thing. 

Senator Krerauver. Ford made more profit by making more cars 
and selling them at a low profit. 

Mr. Means. That is right. 

Senator Keravuver. Mr. Dixon, do you have any questions? 

Mr. Drxon. Yes, Mr. Chairman. 

Dr. Means, on page 2 you made this comment: 

The point of my testimony is we do not know enough about how administered 
prices actually operate to be able to make good national policies in such fields 
as inflation, full employment, and enforcement of competition. 

I am particularly interested in the last point, “enforcement of com- 
petition.” I belong to that school, Dr. Means, that believes much of 
America’s greatness has been due to the fact that we have had compe- 
tition. I am disturbed about whether we now have effective compe- 
tition. I would like to ask you this, Dr. Means: 

In your studies as an economist, and I know you are one of the 
Nation’s great economists, would you characterize an industry such as 
steel as a competitive industry when we see the course of recent price 
increases ? 

Let’s go back to other price increases; no matter who announced the 
price increase; as soon as that announcement was made, every pro- 
ducer of steel immediately and identically matched that announce- 
ment. Is that competitive in your opinion, sir? 

Mr. Means. I see nothing to indicate that it is not. Let me say 
this: That there are many meanings to “competitive” and if you want 
to use “competitive” in the classical sense, then I would say the farmers 
producing wheat and the farmers producing cotton and the thousand 
of separate enterprises collecting scrap iron were competitive. 

I would say that my blanket business was not competitive in that 
sense. If you have an administered price, you haven’t got true com- 
petition. You haven’t got price competition in the basic sense of 
classical economics. But when you come to the question of practical 
competition, as soon as you get an industry down to let us say 100, 150, 
200 companies, you are probably in a situation where prices will be 
administered, and it is in the public interest that they be administered 
prices. 
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You don’t have to have a very small number of companies in an 
industry to have administered prices. You can’t have administered 
prices if you have got thousands producing essentially the same 
product. 

The question that you have asked, I answer that if by competition 
you mean say 100 or 200 companies equally strong competing against 
each other, you can have administered prices and if one of them gets 
to be the one that is usually looked to for changes in price, a change 
in price by that producer will immediately be followed by other pro- 
ducers and probably by the whole industry or most of the whole 
industry. 

That seems to me a development that could explain what happened 
in the steel industry. Whether the steel industry is competitive in 
that sense cannot be decided from the price behavior in which one com- 
pany changes its price and the other companies follow suit. 

Mr. Dixon. In the antitrust field, is it not true that historically 
we have measured competition by price ? 

Mr. Mans. It seems to me we have measured it by many other 
things. Price is one of the factors to be taken into account. 

Mr. Dixon. Price is certainly one of the factors; is it not? 

Mr. Means. Yes. 

Mr. Drxon. If we have price identity and the consumer that must 
buy the finished product, will he not be faced with the proposition of 
having to pay the same identical price from whoever manufactures it 
under this administered price system as you have described it ¢ 

Mr. Means. But won’t that also be true of the price of wheat at any 
given time? All buyers of wheat in the organized wheat market will 
pay the same price, essentially the same price. 

Mr. Drxon. But as you have described the price of wheat, it would 
fluctuate ; would it not ? 

Mr. Means. Yes. 

Mr. Drxon. Under your first chart that you produced here under 
administered prices, there would be very litle fluctuation; would 
there not ? 

Mr. Means. For wheat there would be fluctuation in price, but the 
various consumers or buyers in a particular market are going to pay 
very close to the same price at any given day. 

The fact that there are a small number of producers, a couple of 
hundred, you can have all charging the same price the same day. 

Mr. Dixon. It is very difficult to talk to an economist without mix- 
ing somewhat legal talk. 

Mr. Means. Yes; I understand. 

Mr. Drxon. In the enforcement of the Sherman Act, section 1 per- 
taining to, we might say, price fixing, historically from the enforce- 
ment of section 1 of the Sherman Act or section 5 of the Federal Trade 
Commission Act, in that respect it has been determined that it is nec- 
essary, Doctor, in order to approve one of those cases to have some- 
thing more than just mere price identity. 

Mr. Means. Yes. 

Mr. Dixon. In an administered price industry, as you would de- 
scribe it, where the number has been gradually reducing over the 
years, and there are price leaders or a price leader, has not the price 
competition disappeared when a price leader announces a price and 
all others immediately adopt it as their price? 





ADMINISTERED PRICES 119 


Mr. Means. I think you have changed the character of competition, 
and I would say definitely that where you have administered prices, 
you have not got free market prices, and if you define competitive price 
as a free market price, you obviously have not got it. 

Mr. Drxon. You have something different ; do you not? 

Mr. Means. You have something different, but in terms of competi- 
tion—I am not a particular student of the antitrust field, but as far 
as I have understood it, I would say the identity of price, the factor 
of administered prices, was not an indication of the lack of competi- 
tion, but it was a lack of a particular aspect of competition which pro- 
duces market prices. 

Mr. Drxon. But, Doctor, for years we have depended upon our anti- 
trust laws to preserve and enforce competition in this country, have 
we not ? 

Mr. Means. Yes. 

Mr. Drxon. If those laws do not preserve competition, the only 
competition that we could have would be that type of competition that 
would come spontaneously from industry. In other words, it would 
have to be something that they would decree. It would not be pricing 
by law. It would be pricing by spontaneity, would it not, sir? 

Mr. Means. I think that if you want to preserve pricing in such a 
form that you do not have administered prices, I think you have got 
to pulverize industry. 

I think you would destroy the efficiency of modern industry. I do 
not believe that market prices, the maintenance of market prices, is 
consistent with modern industry. 

Mr. Dixon. I am not speaking in the sense of destroying industry, 
or in the sense of dissolving industry. I am speaking of it in a sense, 
Doctor, of price competition, competition in the classical sense as you 
used it. 

Mr. Means. When you are down to the point of 200 companies in 
an industry, the administered price technique is so superior to the 
haggling over the price of each transaction, anything that would ap- 
proximate the classical market price, that it seems to me just unthink- 
able. 

Mr. Drxon. As | understand it, when someone in an industry would 
reduce price in a period of full production, his competitors would ap- 
parently have to lower their price to his level or else they would not sell 
to the customers. But I am unable to explain in my own mind, and I 
would like to seek from you your advice, as to the explanation for the 
fact that as the leader raises his price, whether in steel it had been $6 
or $14 or $20, if we find every producer of steel, as historically appears 
to be the fact, going to the identical prices that the leader has an- 
nounced—and that.not only happened once, Doctor, but it happened a 
number of times—is that explainable as competitive price competition ? 

Mr. Means. Let me say it this way: If you have 200 companies 
producing a single identical product, and each is trying to maximize 
its own profit in the light of the situation, demand, costs, and competi- 
tion, it would not at all surprise me that they would all have the same 
price. 

It seems to me that what you will get if somebody sets a price—I 
am assuming here that transportation costs are the same—we are 
neglecting transportation costs—but if they are all in the same com- 
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munity—someone sets a price, the man down the street says, “If I 
set my price lower I can get business away from him but he will lower 
his price. If I set my price higher than his, our products are pretty 
mses and I had better have the same price or I will lose business 
to him. 

So once the price is announced, they all more or less fall in line 
unless the price announced by the first guy that speaks or changes 
his price is significantly out of line. 

Senator Keravver. Dr. Means, in any case, the more companies you 
have the more apt you are to have a floor, to lower the price rather 
than increase it. 

That is, if you have more companies in an industry, you are liable 
to find more enterprising entrepreneurs who would feel it would be 
better for them to have efficient operation and get the prices down and 
others might follow them down, the more likely you would be to have 
somebody who would want to reduce the prices and find it efficient and 
profitable to do so; isn’t that correct ? 

Mr. Means. As a matter of principle, the more competitors there 
are, the better from the point of view of price adjustment, but not 
necessarily from the point of view of efficiency in production, and it 
is a balance between those two. 

Senator Keravver. Dr. Blair? 

Mr. Buarr. I have just a couple of questions, Dr. Means. 

First on this question of the relationship of the antitrust laws to the 
problem of administered prices. 

Would you agree with me that perhaps some confusion has arisen 
because of the failure to distinguish between the different objectives 
of the antitrust laws within the general purpose of preserving com- 
petition and preventing monopoly? Thus, some facets of our anti- 
trust laws are directed against specific practices that injure small 
business and tend to be of a coercive or predatory character. I would 
gather that enforcement of the law against practices of that type 
would be a type of activity in which you would strongly concur. 

Mr. Means. Oh, definitely. 

Mr. Buarr. Then there is another aspect of antitrust laws, another 
facet where the laws are directed against agreements among inde- 
pendent firms—conspiracy, collusion, eliminating individual or sep- 
arate behavior. 

Mr. Means. That is right. 

Mr. Buarr. That is another facet that you would strongly support. 

Mr. Means. Definitely. 

Mr. Bua. There is still a third facet where the specific objective 
is to prevent increases in concentration resulting from mergers and 
acquisitions. There again I presume you would agree that antitrust 
laws should be enforced to accomplish the objective. 

Mr. Means. Definitely. 

Mr. Buatr. That leaves only the last facet of the law which has re- 
ceived, I think, most of the emphasis in these hearings, although it has 
not always been made clear that what is being discussed is this last 
facet. What I am speaking of here is the use of the antitrust laws to 
bring about dissolution, divestiture, trust busting in the literal sense, 
unscrambling the eggs. The question that Dr. Galbraith raised yester- 
day, and I gather that you raise today, is whether or not as a practical 
matter it would be possible to establish enough units in concentrated 
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industries so that conditions approaching pure competition would 
emerge as a result of the dissolution process. You raised a question on 
that issue, as did Dr. Galbraith ; am I correct? 

Mr. Means. I have a thought here that might be useful. 

In the early days of the New Deal when the Government was trying 
to tackle the problem of unemployment and depression, there was a 
great deal of argument over two lines that were suggested. 

One line was a redistribution of income. 

The other line was the expanding of employment and increasing the 
supply of income. 

f took the position at that time that we could not do both. If we 
sought to redistribute income we would so antagonize business that 
we could not get the cooperation of business needed to increase employ- 
ment and income; also the gain to the general public from achieving 
full employment was so much greater than any gain from redistribu- 
tion that there should be no question which to choose, particularly since 
one required the creating of conflict while the other was to the advan- 
tage of all interests. 

Today it seems to me that if we are going to deal with this prob- 
lem of administrative inflation arising from the area of discretion, we 
have to achieve it through the cooperation of business and labor with 
the Government. 

We need to have business and labor work with the Government in 
trying to achieve methods for dealing with it. If we try to achieve 
it through a breakup of industry, we establish the very condition under 
which we are unlikely to achieve it. 

Mr. Buarr. All Lam trying to get at, Doctor 

Mr. Means. Let me just finish. 

On the other hand, with respect to the antitrust procedure of taking 
measures to increase competition in particular industries, that still 
seems to me a long-run problem that needs to be dealt with, for cer- 
tainly my studies have convinced me that concentration increases the 
degree of price administration by increasing the area of price dis- 
cretion. 

Mr. Buarr. There are two points. First the question of whether the 
breaking up could be carried far enough to result in conditions ap- 
proaching classical pure competition. 

Mr. Means. Yes. 

Mr. Buatr. And secondly, whether the time involved would be of 
such duration as to make dissolution a not too effective weapon to meet 
an immediate short term inflationary problem. 

Mr. Means. That is right. 

Mr. Buarr. You would agree with my interpretation that your quali- 


fications on the efficacy of the antitrust laws have to do only with this 
dissolution approach ? 


Mr. Means. That is right. 

Mr. Bratr. I only have one other question, Dr. Means, or two very 
short ones. 

Referring to chart 3, the price increase noted between May 1955 and 
May 1957 in the administered price series as contrasted to the slight 
decline in the market price series, would you not on the basis of your 
previous findings, particularly in the report of the National Resources 
Committee, anticipate that a rise in administered prices in a period of 
more or less overall economic stability such as we have at the present 
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time, would probably be accompanied by a decrease in production in 
those industries? 

Mr. Means. Yes; I would think that this 80 percent of capacity on 
the part of the steel industry is reflecting that sort of thing. 

Mr. Brat. I am referring of course to your finding in your earlier 
works of an inverse relationship between price and production in the 
downswing ? 

Mr. Means. That is right. 

Mr. Briarr. When you have price increases in a period such as at 
the present time, you would expect there to occur some decrease in 
cutput ¢ 

Mr. Means. That is right. 

Mr. Buarr. My last question, sir 

Senator Krerauver. That would be a decrease in employment. 

Mr. Means. Yes, that is right. 

Mr. Buarr. The last question is just to clarify my own thinking. On 
page 9 you say: 

I have been unable to discover purely economic forces which will insure that 
this discretion will be used in a manner that will serve the public interest. 

The point, as I understand it, which you are making there is that in 
an administered price industry, there is no unseen hand that you know 
of which would insure that the use of the discretionary power to estab- 
lish levels of price and production within the zone of discretion would 
in fact be exercised in the public interest. There is, in short, no auto- 
matic mechanism ? 

Mr. Means. No automatic mechanism. 

Senator Kerauver. Let me ask you there, does the fact of excess 
profits show it is not being administered in the public interest ? 

Mr. Means. If there are excess profits it may reflect 

Senator Kerauver. Excess profits over a longer period of time? 

Mr. Means (continuing). A monopolization that runs beyond the 
problem of administered prices itself, and that is the area that antitrust 
policy would presumably have to deal with. 

Mr, Buarr. Then on page 10, again if my understanding is correct, 
you are also referring to the lack of any automatic control mechanism 
when you are referring to the possibility that we may have rises in 
the price level resulting from price increases in administered price 
industries, which might then be followed by the use of monetary and 
fiscal measures to effect relatively full employment at that higher level, 
then further price increases 

Mr. Means. That is right. 

Mr. Briar. Then further use of fiscal and monetary policy to bring 
about full employment at that higher price level and so on, more or 
less ad infinitum. You see no built-in ceiling to this process ? 

Mr. Means. That is right. 

Mr. Buatr. No ceiling which would hold in check what we might 
term this leapfrogging of administered price increases followed by 
expanded fiscal and monetary policies ? 

Mr. Means. This is what Sumner Slichter is referring to. 

The essential difference between us is the emphasis he puts on wage 
rates as the initiating factor and I think it can come either way and 
does come both ways. 

Sometimes in one historical situation it may be one way and in an- 
other, another way. 
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In this situation I think it is up to the committee to throw some 
light on that, although the real problem is that irrespective of which 
way it initiates—— 

Mr. Bratr. Of course in the downswing of the early thirties which 
you studied so intensively, the price stability in the administered 
price industries occurred at a time of an almost total lack of labor 
organization in industry. 

Mr. Means. That is right. 

Mr. Buiarr. And a downward flexibility of wage rates and wage 
costs ? 

Mr. Means. Yes. 

Senator Krerauver. They are very good questions, Dr. Blair, which 
have cleared up some of these points. 

Mr. Chumbris, do you have any questions ? 

Mr. Cuumpris. No, Mr. Chairman. I think the field has pretty 
well been explored. Economies is definitely not my field. 

Senator Krerauver. Mr. Bolton-Smith ? 

Mr. Botton-Smiru. No, thank you, not at this time, sir. 

Mr. Cuumeris. I did want to say in looking at that chart, I was 
noticing one thing there. 

Every time the market price reached the bottom, it shot up rather 
fast, higher than the administered prices, and the last chart indicates 
that the bottom has been reached on market prices maintaining a level, 
so it might indicate that the market price might start following 
administered prices. 

Mr. Means. No. There is no likelihood of its shooting up the way 
it did from the depression situation unless we get a pretty irrespon- 
sible fiscal and monetary policy which we are not ‘likely to get. 

I think the fiscal and monetary authorities have done an outstand- 
ingly good job if you think of it in purely a technical sense, but that 
they cannot accomplish the whole job. 

Mr. Cuumpnis. I was observing the 1932 bottom. Then it shot up. 
Then there seems to have been that recession in 1937, that hit a low 
in 1938 and shot back up in 1940 where it reached a very high level 
and goes back down again. 

In 1955 it seems to have leveled off where administered prices are 
gradually rising. If the pattern of 1932 and 1933 should be fol- 
lowed, it would look like it would turn back up, other factors 
being equal. 

Mr. Means. The difference lies primarily in the question of de- 
mand. In each of these other periods the movement of the flexible 
prices, the market prices, was dominated by increases or declines in 
total demand, and in the present situation that is not true, so that the 
two are significantly different, and you could not expect comparable 
behavior. 

Senator Keravver. I am impressed by the chart which shows that 
since 1932, administered prices have continuously gone up. 

Mr. Means. Yes. 

Senator Krrauver. They never have been administered lower, 
whereas market prices on three occasions where there was real com- 
petition in the classic sense of the word, have gone down. 

Mr. Means. Yes. 

Senator Krrauver. Thank you very much, Dr. Means. 

Mr. Means. I appreciate the opportunity. 
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Senator Keravver. We will stand in recess until 9:15 in the 
morning. 

(Whereupon, at 10:30 a. m., the committee was recessed, to recon- 
vene at 9: 15 a. m., Saturday, July 13, 1957.) 

(Dr. Means subsequently submitted the following letter :) 


COMMITTEE FOR EcoNOMIC DEVELOPMENT, 
Washington, D. C., August 1, 1957. 
Senator Estes KEFAUVER, 
Senate Office Building, 
Washington, D. C. 

Dear SENATOR Keravuver: I am writing you in my capacity as an economist 
and in no way am I speaking for the Committee for Economic Development. 

In my recent testimony before your committee, I presented a chart III which 
showed a considerable rise in administered prices during the last 2 years and 
no rise for market prices. As I indicated, this was a very preliminary estimate 
on my part. Since that time, I have made a compilation from the data on indi- 
vidual prices published by the Bureau of Labor Statistics which strongly con- 
firms my earlier testimony and further strengthens the evidence that the current 
inflation is not a monetary but an administrative inflation. 

I obtained and analyzed current price data for 80 commodities whose prices 
changed less than 8 times in an 8-year period and for 983 commodities whose 
prices changed more than 77 times in the same period. This included all the 
commodities represented in the indexes of chart III which were also repre- 
sented in the new Bureau of Labor Statistics Wholesale Price Index except the 
prices of petroleum products which used to be market determined and are now 
administered and the prices of industrial chemicals whose prices in the BLS 
compilations tend to be nominal. 

Analysis of these data shows the following: 

1. From June 1955 to June 1957, the market prices declined on the average 
1.4 percent while the administered prices rose, on the average, 10.2 percent. 
This represents an appreciably greater divergence in behavior than was indi- 
eated in my chart III, The rise of administered prices was spread fairly evenly 
through the period, almost a quarter occurring in the last 6 months. The de- 
cline in market prices occurred mostly in the last year though, as is usually the 
case with market prices, there was much fluctuation within the 2-year period. 

2. These price movements were fairly general and not confined to a few com- 
modities as is indicated by the table below which shows the above commodities 
distributed by the present price change. 


From June 1955 to June 1957 


| Adminis- | Market 





| tered prices | prices 
den lata tittle tl tania slteennlibiaiiintiiiagiens teeter ite cia litt isi 

' 

Price increase: | 
30 or more percent.........._.. a 0 | 7 
25 to 29 percent....._.__- Ciena DN aallndt beta hs iced en tte d 3 | 0 
20 to 24 peroent.......-2......... anh oaiinininadaimataensaatnaci als 4 | 2 
Pe I ck ieee RCC SS SLEL dbl) Sadapbehn Sébeb ochihddendedisbaéeues 13 5 
i i a ks in oimnmecinone 20 | 2 
| a oS TERETE STE Cag ft SOTERA TL TSS Tee Sy Wie rae 20 | 8 
I  cdeslale Sidisipiciiis diem S Stipes abe ane ak ahblnihis: tehvgniniebe seek dctne 12 | ll 
Rc ocwidiiebaanpiheonsnd drtieecabinsegskth bedisadubemeaborbin | 4 | pil. 

Price decrease: | 
0 to 4 percent............_.-- Mie Bai htdib ee ettiode. 3 ’ ul 2 21 
EE ote npmadneiiaabwnwee prin ineieccdbadiniehe wie apuibanadiieedotiere | 1 | 10 
10 to 14 percent..............- Diicdteediainriteaainindinateniintndeabiniitent >the Rha nintineae wn 9 
a5 Obl) pemeewh.......-.....-:---..-2--.s----020.00 Aocsk. lowes acatta! Bo Sdoanaat 5 
ee Oe te I op cncdotarauspntecesinine 6bspadgtetrcbohwhGe 46-66 chquun@ce hte 2 
25 to 29 percent.......-... Ie edad iealighatsies esdnicizivt es Githte bankcinbhibene ase 5 
UU a od 4 
eg oi We 1 
SUS RLaS SEER RUNS ony tucy Ho detcdddacned decumtdeschsrenssoaks cde badccucs 1 


Insofar as these data represent a fair sample of wholesale price behavior for 
market prices and for the least frequently changing administered prices, they 
indicate that the major movement of wholesale prices in the last 2 years has 
come in the most administered prices and not in market prices as a group. 
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Before concluding that this indicates that the price movement of the last 2 
years was primarily administrative and not primarily monetary, some further 
analysis is needed. If the price rise was a result of a money supply in excess 
of the money balances the community chose to hold, the extra demand should 
have shown itself in all major categories of goods. Certainly it should have 
been reflected in the demand for food and farm products which make up such 
a large proportion of market prices. This should have been reflected in a rise 
in agricultural prices or a rise in the domestic consumption of agricultural 
products or a combination of the two. Yet agricultural prices do not appear 
to have risen and domestic consumption does not appear to have increased over 
normal trend. 

Food consumption per capita was at a physical index of 102 in 1955 and at 
102 for 1957 (as far as it has been estimated) while food prices at wholesale 
had not increased. It appears as if either there was no increase in food demand 
over normal growth or that the whole of the increase in demand was dissipated 
by an increase in the administered margins between wholesale and retail prices. 

The same appears to be true of cotton textiles. Both cotton and cotton cloths 
were lower in price in June 1957 than in June 1955 and yet the rate of domestic 
consumption of cotton (bales of cotton broken open at the beginning of the 
cotton manufacturing process) was running consistently below the corresponding 
months of 1955. 

Also the decline in market prices is not confined to agricultural products. 
Thus the prices of copper, lead, and zinc, all market priced commodities, are down 
over mid-1955 by 11.1, 6.8, and 8 percent, respectively, while the comparable 
and in some degree competing metals, aluminum, antimony, and nickel, all 
strongly administered priced metals, are up by 16.8, 15.8, and 15 percent, 
respectively. 

These data seem to me to further confirm the conclusion that the current 
inflation is not the result of a general rise in demand but is a product either 
of a very specialized increase in demand which has not spread out or lifted 
demand in general or is a product of upward price revision within the area of 
pricing discretion. 

Furthermore, an examination of the data on individual administered prices 
strongly su¢gests that while the tirst year of the current price rise June 1955 
to June 1956 was probably in part attributable to a surge of demand for capital 
goods, the rise for the whole period was not. Ha!f of the 80 administered priced 
items analyzed above consisted of the following diverse items: Bread, rolled oats, 
men’s underwear, men’s and women's gloves, leather belting, barytes, roof and 
barn paint, enamel, lithopane, hand tools (10 items), agricultural implements 
(14 items), carpets (2 items), dinner sets, nappies, and plate glass mirrors. 
These 40 highly administered priced commodities showed an average increase of 
13.3 percent, a larger average increase than that for the group as a whole. 

This summary analysis should not be thought of as conclusive but it certainly 
suggests that a heavy burden of proof rests on those who urge that the present 
inflation arises from a general increase in demand or from monetary sources. 

Very sincerely, 
GARDINER C. MEANS. 
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SATURDAY, JULY 13, 1957 


Unirep States SENATE, 
SUBCOMMITTEE ON ANTITRUST AND Monopoy, 
OF THE COMMITTEE ON THE J UDICIARY, 
Washington, D.C. 

The subcommittee met, pursuant to recess, at 9: 30 a. m., in the caucus 
room, 318 Senate Office Building, Senator Estes Kefauver presiding. 

Present: Senators Kefauver (chairman), O’Mahoney, and Wiley. 

Also present: Paul Rand Dixon, counsel and staff director; Dr. 
John M. Blair, chief economist ; Peter Chumbris, counsel for minority ; 
Carlile Bolton-Smith, counsel to Senator Wiley, and George Arnold, 
administrative assistant to Senator Neely. 

Senator Kerauver. The committee will come to order. 

We invited Dr. Richard Ruggles to testify before our subcommittee 
and we appreciate his acceptance of our invitation. 

Dr. Ruggles, the work that you have done in preparimg your testi- 
mony for the subcommittee is much appreciated. 

You have been very faithful in being here from day to day, Dr. 
Ruggles. I had not anticipated that the Senate would be meeting 
first at 10: 30 and now today at 9:30, but I understood from you that 
the only other convenient day would be be on Monday, and our situa- 
tion then would be the same as today, so that we want to hear you 
today with as much time available as possible. 

Dr. Ruggles, any parts of your splendid statement that you do not 
wish to read will be printed in the record as if read. 

I will say for the record that. Dr. Richard Ruggles is now professor 
of economics at Yale University, and may I interpolate that Yale 
is one of the great institutions insofar as its law school and economics 
faculty are concerned. 
an Cuvumpris, It is by coincidence, Senator, that you came from 

ale. 

Sees Keravver. I hoped that somebody would draw that con- 
ciusion. 

Dr. Ruggles has written a number of well-known books and articles 
and participated in symposiums on the subject of concentration in 
which this subcommittee is interested. 

Among his principal writings in the field, particularly dealing with 
this subject matter, 1s a paper published as part of a synyposium, Price 
Flexibility and the Determinant of Relative Price Changes in the 
Economy and Business Concentration and Price Policy, in 1955. Then 
a well-known book, National Income Accounting and Income Analysis, 
published by McGraw-Hill in 1956. 

Dr. Ruggles, we will be glad to hear from you at this time. 
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STATEMENT OF RICHARD RUGGLES, YALE UNIVERSITY 


Mr. Rueexes. I would like to present some of the evidence which I 
think is relevant to the general question of how much of the present 
inflationary spiral and high cost of living is due to the upward manip- 
ulation of prices in administered price industries. 

In this investigation of price increases in administered price in- 
dustries, I would like to state.at.the outset that I am in no way quali- 
fied to speak with reference either to individual industries, such as 
petroleum or farm machinery, or to individual companies, such as 
United States Steel. 

The investigation of specific industries or firms cannot be done ade- 
quately with the kind of statistical data which are readily available 
in published form. These statistics are too broad in coverage and they 
do not take into account the special circumstances such as technological 
change and quality variation that can be very important for specific 
cases. 

Nevertheless, from the point of view of the economy as a whole, I do 
think that the published statistics can shed considerable light on the 
role of administered prices. 

Basically, producers make profits because their receipts are greater 
than their costs. Prices enter into both costs and receipts. For 
a given level of output, a rise in the selling prices of a produce that 
is faster than the rise in the cost of production will result in an 
increase in profit, both in absolute terms and as.a percentage of cost 
that is per unit. 

On the other hand, if the cost of a produce rises faster than its price, 
the producer will be faced with a price-cost squeeze that will reduce 
his profit. A discussion of the role of administered prices in the 
economy, therefore, should also consider the cost side of the picture. 

For industrial producers, costs of production other than overhead 
fall essentially into two categories: wages and materials. The cost 
of materials, looked at from the point of view of the materials-pro- 
ducing firm, can in turn be broken into wages and materials. 

Traced back to the earliest stages of production, materials costs can 
be resolved into wage costs, on the one hand, and the costs of the 
products of the agricultural and/or mineral industries, on the other 
hand. 

Even in the mineral-producing sector, a substantial proportion of 
direct cost again is wage cost, but in agriculture, although the farmer’s 
income pays him for his labor, among other things, it is not usually 
paid asa wage. 

In its simplest form, the argument that administered prices have 
had a major role in producing the present inflation is derived from the 
belief that producers who are able to control the selling price of their 
products have taken advantage of wage increases as an excuse to raise 
prices even more. 

For industrial producers as a whole, this form of the argument is 
easily shown to be not true. Since the period 1947-49, for instance 
average hourly earnings in manufacturing have risen over 49 percent 
(“Productivity, Prices, and Incomes,” materials prepared for the Joint 
Economic Committee, 85th Cong., Ist sess., July 1957, table 43, p. 135), 
whereas the prices of manufactures have risen only 20 percent (ibid., 
table 39, p. 125). 
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There is, of course, good reason why wages should rise faster than 
prices. The rising productivity of American industry should make 
possible substantial wage increases without raising wage cost per unit 
of product for the producer. 

Recognizing this, the argument can be amended to suggest that 
administered prices have gone up more than wage cost per unit of 
output, thus taking productivity changes into account. 

Examining the data in these terms, it appears that during the 
Korean boom prices of manufactures did rise faster than wage cost. 

Through 1951, prices of manufactures rose by 14 percent, and wage 
cost in manufacturing by only 11 percent. 

(The table is as follows :) 


TABLE 1.— Wages, output, and prices in manufacturing 


Indexes, 1947-49= 100 


Wage bill 
(billions) 





Wholesale 
Wage bill Output | Wage cost ( pele 
| (manufac- 
tures) 


(4) | 





103 
97 
113 
121 
125 
136 
f 127 
167°7 140 
(179. 5) | 144 


| 
| 100 
| 


(186. 6) 147 





Col. 1: “‘Productivity, Prices, and Incomes,” table 31, p.115. 1956 and Ist quarter 1957 estimated on 


the basis of percentage change in total compensation of employees, as shown in table 10, p. 96. 
Col. 2: Index of col. 1. 
Col. 3: Ibid., table 1, p. 85. 
Col. 4: Col. 2 divided by col. 3. 
Col. 5: Ibid., table 39, p. 125. . 1957 figure refers te January only. 


Mr. Rucetxs. There can be little doubt that in this period manu- 
facturers did take advantage of the increase in demand afforded by 
the boom to raise prices. Whether producers in administered price in- 
dustries took advantage of the demand increase more than competitive 
producers, only a more detailed investigation would reveal. 

Since that time, however, the reverse has been true. Wage costs 
have continued to rise, but manufacturers have not raised their prices 
to match the increase in wage costs. Wage costs have risen 14 per- 
cent since 1951, but prices of manufactured goods have risen only 6 
percent. . 

The statistics with respect to wage costs and prices in the recent 
period, therefore, do not bear out the contention that manufacturers 
as a group have managed to force prices up more than might be ex- 
pected in terms of the rise in wages, even when productivity changes 
are taken into account. 

This does not mean, of course, that prices have not gone up faster 
than wage costs for some industries or for some producers. Never- 
theless, such producers cannot be said to be a major element in manu- 
facturing industry as a whole, or else their actions would be reflected 
in the statistical totals for all industry. 
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The fact that prices have gone up more slowly than wage costs since 
1951 can in large part be attributed to the decline in the second major 
element of the cost of manufacturers, namely, the raw materials pro- 
vided by farmers. 

Thus in the cotton textile industry, for instance, rising wage costs 
were to some degree offset by lower materials costs. 

Thus, the argument relating to the contribution of administered 
prices to the inflation can be further amended to suggest that producers 
have raised selling prices more than the rise in their costs would justify, 
considering the leeway that the decline in farm prices has given manu- 
facturing producers to offset their increasing wage costs. 

Tf such has in fact been the case, we would expect to see the profits 
of producers growing faster than their output, so that profits would 
become a larger share of output over the period. 

Briefly stated the situation would be as follows: Selling prices of 
producers would be rising faster than the sum of their wage and ma- 
terial costs. Coupled with the increase in output which actually oc- 
curred, this would mean that profits would increase both because the 
gap between price and cost was widened and because total output was 
rising. 

A look at the actual data reveals that from 1947 to the Korean boom 
(except for the recession of 1949), corporate profits—here I am inci- 
dentally introducing data released yesterday by the Department of 
Commerce National Income Division. 

As you know, some of these data have considerable lag over the 
period that we are in, and the hearing being delayed, I managed to 
get more recent information than was available when the hearing 
started, and so this is an insert that is now being read that was mimeo- 
eraphed especially. 

Senator Kerauver. Can we put the entire insert in at this point? 

Mr. Rueeres. Yes, the insert will go in there, and a new table 2 is 
also computed. 

Senator Keravver. I think probably the insert should go in at this 
point in the record, but you read such part of it as you will. 

(The table referred to is as follows :) 


TABLE 2.—Value of net output of corporations and corporate profits 





| ! 
| Value of net | Corporate {| Corporate _ 
corporate | profits profits as a 
output | (hillions) ‘ nercentage of 
(billions) | net output 


{ 





LPILBSBBSS | 
NIDonaWe QBODa 


Col. 1:** Productivity, Prices, and Incomes,’’ table II, +4 1056 1 and Ist quarter 1957 estimated on the 
basis of, total national eaters originating, as shown in ta Je 1 

Col. 2: Table 21, p. 

Col. 3: Col. 2 divided oe col. 1, 
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Mr. Ruaetes. A look at the actual data reveals that from 1947 to 
the Korean boom (except for the recession of 1949), corporate profits 
averaged more than 27 percent of corporate net output. 

Since 1951, however, corporate profits have risen more slowly than 
output, increasing by only 11 percent while the value of corporate net 
output rose by 36 percent. Corporate profits, therefore, in this pe- 
riod, excluding the 1954 recession, have averaged only 22 percent of 
corporate net output, indicating that since 1951 prices have risen some- 
what more slowly than direct costs. 

Senator Kerauver. What is corporate net output? 

Mr. Rueeies. Corporate net output is the contribution of manufac- 
turing in the economy. It is their total value of production of course, 
minus the things they have purchased from other firms and other in- 
dustries. It is their net contribution. 

In their national income statistics it is called national income origi- 
nating in manufacturing. 

Senator Kerauver. Very well, I understand. Do the new figures in 
your table change these figures substantially ? 

Mr. Ruacuzs. They do not. On the other hand, I had had to use a 
series that was not fully appropriate, because it was the only thing 
that was recent. It included foreign branch profits, a minor detail. 

Senator Keratver: The statistics will follow at this: point. 

Mr. Ruecies, That is right, and the conclusions were the same in 
both of them. 

Again, it is quite possible that specific producers, and even entire in- 
dustries, may not have followed this pattern. I am sure that cases 
can be found where selling prices have risen more than direct. costs. 
But it cannot be said that these cases either are typical of manufactur- 
ing taken as a whole or account for the major price movements in our 
economy, since they do not dominate the total. 

Some economists and businessmen contend that industrial prices, in- 
stead of being responsible for higher prices, are rather a major element 
in keeping prices down. 

They argue that the use of depreciation based on original cost tends 
to obscure the fact that a sizable part of business profits at the present 
time is due to the capital gains that are being realized on assets pur- 
chased at lower prices in the past. 

Operating profits of companies computed taking replacement cost 
into account would be much smaller. It is further argued that in a 
competitive situation prices would have been forced up to the point 
where a normal profit could be earned on new investment. 

Thus in some industries, the suggestion is that prices have been 
administered so as to keep them as low as possible, with the result 
that at current prices there is inadequate incentive to expend output 
to meet demand. 

Irrespective of the merits of this last view, it is not possible te 
maintain, in view of the statistical evidence, that administered prices 
have been primarily responsible for the inflationary spiral. 

Rather, wages have risen faster than productivity, and even when 
this has in some degree been offset by falling agricultural prices, 
corporate profits have not increased relative to the value of corporate 
net output. In other words, it is in this case the farmer that has offset 
somewhat the rise that would have been expected from wage cost. 

Senator Kerauver. The farmer is taking the punishment. 
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~. Mr. Rueeres. That is correct. 

Senator Winey. Wait a minute, that is one of, the things I don’t 
agree with. I ama farmer myself; because somebody else makes a 
lot of money is no reason why they should be charged with causing 
me not to make it. I want the remedy that will give the farmer a 
break, give the schoolteachers a break, but I don’t think the remedy, 
is killing the people who make money. 

Mr. Ruaeetzs. I would agree, sir. 

Senator Witey. Do you agree with that ? 

Mr. Ruaeres. Yes, sir. 

Senator Witey. All right. In other words, let’s see if we can’t get 
this clear, because I have been doing a little thinking about it. Iam 
not one of those who would cut the heart out of big corporations or 
anything of the kind. I think they are important, and I think they 
add a great contribution to national income, to taxes and this and that, 
but when you economic doctors diagnose the patient, you don’t give 
us the remedy. 

I have listened to it here now, and you are another one of them I 
suppose. I have read part of your statement, so I am not entirely in 
the dark. I wish that you would do what Dr. Means said he would 
do yesterday. One: Now that you have diagnosed the patients and 
said this patient is well, and this patient is sick, what are we going 
to do for the sick patient? How are we going to handle him in this 
economy of ours? 

To me, that is one of the really important issues, the real issue, not 
just talking about the sick patient all the time, but talking about how 
to give the sick patient health. 

As I have said many times, you have 100 million insurance policy- 
holders, good people who have had 50 cents of every dollar taken 
away from them by virtue of inflation. I do not blame that inflation 
spiral on the fact that people in the high level of production and so 
forth have caused it, but whatever the cause of it, I want to see that 
we don’t injure these hundred million any more. 

I want to see that we poor farmers, who have been getting it in the 
neck when other folks have been doing very well, do not continue with 
that sickness. That is the thing that I would like to get the answer to. 
If that good-looking head of yours can find the answer, I personally 
will be grateful. 

Senator Keravver. Dr. Ruggles, any further suggestions in answer 
to Senator Wiley’s questions that you may have as to the remedy, we 
would be glad to have you submit to him, and to the committee, and 
they will be included in the record. 

Mr. Ruceatrs. The picture can be somewhat clarified by looking at 
the behavior of the various components of the consumer price index, 
especially since this is what we are worried about from a weifare point 
of view, as to why it has gone up. 

During the period from 1947-49 to the Korean boom, all the major 
components moved upward. Even agricultural prices rose with the 
increase in demand, such that in 1951 food prices were some 13 percent 
over the 1947-49 average. It moved up only 7 percent, reflecting a 
basic change in the buying habits of the American public, coupled with 
depressed world textile markets. 

As those in the textile industry know only too well, clothing no longer 
accounts for as high a percentage of consumer expenditures as it did 
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several decades ago. The prices of most of the other components of 
consumer expenditures rose some 10 to 13 percent during this period. 

The only major component showing a larger increase was transpor- 
tation (both public and private). Private transportation (that is, 
automobiles and the cost of running them) rose 17 percent, but public 
transportation (streetcars, buses, and railroads) rose over 30 percent. 

Except for this substantial price rise in public transportation, the 
disparity of price behavior was not wide. Throughout the economy, 
the response to the increase in demand was a general rise in prices. 

Mr. Cuumpris. May I ask a question at this point, Mr. Chairman, 
just for clarification ? 

Senator Keravuver. For clarification, but I would like for him to 
finish his statement. 

Mr. Cuumpris. When you refer to public transportation, street- 
cars, buses, and railroads, are you referring just to the manufacture 
of them? 

Mr. Rueerxs. No, sir. 

Mr. Cuumpris. Of the operations? 

Mr. Rueeres. Referring to the index put out by the BLS on the con- 
sumers’ expenditures on these and the cost to the consumer. 

Senator Kerauver. I think it is well to get that clarified. 

Mr. Rueeates. The situation since the Korean boom has been in very 
marked contrast to what went on before. The consumer price index 
as a whole rose about 7 percent in this period. 

The consumer price index as a whole rose about 7 percent in this 
period. An examination of the individual components of consumer 
prices indicates that 2 elements rose substantially more than the others. 

These were public transportation (again), which rose about 34 per- 
cent, and medical care, which rose over 22 percent. Neither of these 
components can be considered to have privately administered prices, 
at least in the usually accepted meaning of the term. 

Fuels rose almost 20 percent, and it is especially interesting to note 
that over half of this increase has taken place in the last year, reflect- 
ing, of course, the impact of Suez on fuel oil prices. This may or may 
not be a case of privately administered prices in the sense covered in 
this inquiry. 

Certainly the situation differs from that in other industries in that 
it followed upon a special increase in demand, and it is problematical 
whether such a spurt in price would have taken place without the 
Suez crisis. 

Suez apparently even affected the price of coal, through its substitu- 
tion for oil. The price of coal had risen only 3 percent from 1951 to 
early 1956, but it rose about 10 percent in the last year. The next 
largest increase was in rent, which rose almost 19 percent from 1951 to 
the first quarter of this year. 
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TaBLe 3.—Components of the consumer price index 
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1951 1957 change 

1951-57 
I OE taht retin dela cecttada bb ntga tttdinigain ctieceeee | 111.0 | 118, 6 +6.8 
Food “ cdl leerataeitametenaiam iii 112.6 113. 2 +.5 
Apparel..........- iso Sd wun Wide dsb aol -| 106.9 | 106. 5 —.5 
Housing.-.....-.--. éaiacl a ae Si alin nie Bell 112.4 | 124, 4 +10.7 
DG - bbb catuibcbodddiduiladeuess'ccwce pe Ake | 113.1 134.3 +18.7 
Gas and electricity_......- te ate ee OL, a 103. 1 112.4 | +9.0 
ee eo, gene 116. 4 139. 1 +19. 5 
House furnishings..................- alias ain 111.2 104. 6 —5.9 
I co, 4. i aricne nhs nneentepenntetesedl 109. 0 125. 7 +15.3 
Dees. Sais a Lod 118. 4 134. 4 +13. 5 
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Tea wal 131.0 175.5 +-34.0 
NN ine 565 d ss 2 8 8 h She Ge hc | 131.1 135.7 22.1 
a ek ees | 110. 5 | 122. 5 +10.9 
Reading and recreation. ...............---..----- eee i 106. 5 110.1 +3. 4 
eae rt Se +13.0 


109. 7 124.0 





Source: Monthly Labor Review, May 1957, tables D-1 and D-2, pp. 660-661. The breakdown of trans- 

portation for 1957 is given in the Survey of Current Business, June 1957, p. 86. The breakdown of trans- 
rtation for 1951 was obtained from Consumer Prices in the United States, 1949-52, U. 8, Department of 
bor, Bulletin No. 1165, p. 64. 





Again, it is difficult to conceive of rent as a price administered pri- 
vately by large companies. The next largest increase, 15 percent, was 
in household operation. The major components of this category are 
dry cleaning, laundry, soap and detergents, telephone, and water rates. 

The only one of these that might be considered to arise in an industry 
with privately administered prices is soap and detergents. But the 
detailed price data for this group show that its prices rose only 5 per- 
cent from 1951 to 1957. 

Thus the other elements of household operation were responsible 
for the larger price increase, and including soap and detergents ac- 
tually reduced the price increase shown for this group as a whole. 
These 5 components of consumer prices (public transportation, medi- 
cal care, fuel, rent, and household operation) constitute less than 30 
percent of consumers’ budget prices. In contract, the goods and serv- 
ices which constitute the remaining 70 percent of consumers’ budgets 
contributed less than 1 percent to the increase in the cost of living 
since 1951. 

Examination of those elements of consumer prices which rose least 
during the period from 1951 through 1956 brings out some additional 

oints that are relevant to this question. One category, house furnish- 
ings, showed an absolute drop of approximately 6 percent. This drop 
reflects two influences. 

Senator Wier. Not in Washington. 

Mr. Rueeies. Speak to the BLS about that. 

First, that part of house furnishings composed of textiles dropped 
sharply in price. This price behavior in part reflects the relatively 
depressed state of the textile industry, and of agriculture in general. 
But secondly, house furnishings also include the major household ap- 
pliances, and here the rise in wage cost was offset in some degree by 
increases in productivity. 

Prices in this sector have therefore not had to cover wage increases 
to the same extent that they have in industries such as services where 
productivity increases have not been as great. 
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The house furnishings category includes a great many products that 
can be classed as price-administered—more, probably, than any other 
component of consumer budgets except private transportation. 

Its behavior, again, fails to support the contention that industrially 
administered prices have forced up the cost of living. One other cate- 

ory, apparel, registered a very s ight price decline over the period. 

he fall in raw material costs combined with technological chan 
probably balanced the increased wage costs so that price inereases did 
not materialize. Food prices also remained virtually unchanged. This 
again can be attributed to two influences. 

Agricultural prices have fallen, but wage costs in the food-processing 
industries have risen, with the result that final prices to the consumer 
have remained about constant. All of the other major components of 
consumer prices rose during this period, but one other category rose 
less than the average. 

Private transportation rose about 6 percent. Again as with house- 
hold appliances, the behavior of the price of private transportation 
does not bear out the generalization that adutaiioanl prices are 
responsible for the inflationary spiral. 

f there is any general pattern to be found in these price changes, 
it is that service items in consumer budgets have risen whereas com- 
modities have not. Dividing the consumer budget into these two 
groups, the data show that since 1951 services have risen 21 percent 
in price, and commodities have risen only 2 percent (Productivity, 
Prices, and Incomes, p. 131). 

The data on wages, prices of manufactures, corporate profits, and 
the various components of consumer prices thus present a consistent 
picture. They do not lead to the conclusion that the price rises in 
the period since the Korean boom can be attributed primarily to the 
presence of administered prices in the economy—at least not in the 
sense of prices privately administered by large companies. 

Manufacturers have not passed on to the public the full effect of 
the increases in their costs, and corporate profits have not increased 
asa Share in the value of output. 

This result should not, of course, be attributed to virtue and 
restraint on the part of big companies, but rather to the general 
softness of the economy as a whole, and the lack of demand strong 
enough to support price increases of the sort that occurred during the 
Korean boom. The behavior of the individual components of the 
consumer price index also bears out this same conclusion, since the 
ernents 1at have risen fastest are either personal services or public 
utilities. 

What the data for the period since 1951 do indicate is that costs, 
and in particular wage costs, have been rising even more than prices. 
Wages have risen faster than real output. m real terms, gross na- 
tional product has risen about 11.5 percent in the 5 years since 1951, 
or about 2 percent a year. 

In contrast, wages rose 32.5 percent in the same period, which is a 
rate of almost 6 percent a year. Thus the increase in productivity has 
not matched the increase in wages, and the result has been a rise in 
costs. These rising costs, however, have not been accompanied by an 
excessive demand for goods. 

The economy has not faced significant shortages. In fact, in 1954, 
when an actual fall in demand occurred, gross national product in 
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real terms declined at the same time that gross national product in 
current. prices rose. 

Despite the fall in output, prices continued to rise in many sectors 
of the economy, with the result that the value of gross national product 
in 1954 was greater than in 1953, although it represented a smaller 
amount of real goods. 

The lack of demand pressure accompanying the price rises indicates 
that the price increases have not been due to inflationary pressures 
from the demand side, but rather to rising costs. The economy can 
be said to be soft, in two senses. It is not delivering the kinds of pro- 
ductivity increases that could be expected, given the rate of increase 
of technological knowledge, and a number of industries have been 
operating substantially below capacity for a considerable part of the 
last 5 years. 

Nevetheless, the attempts to stop the price rises that have been made 
so far have employed primarily policies that are appropriate for 
demand inflation, rather than for rising costs. Specificall , it is ar- 
gued that the economy is spending too much, and that what 1s required 
1s monetary controls to prevent consumers and business from over- 
spending. 

In the present situation, such policies can only succeed in stopping 
the price rise if they prevent wages from continuing to rise faster 
than productivity. 

In a situation where businessmen expect good profits, are making 
investments that will yield increases in productivity, and generally 
believe in expanding markets, they are apt to give in to labor’s demands 
for wage increases. Labor, similarly, is likely to make significant de- 
mands, on the ground that such wage increases and labor less insistent 
about asking for them. But such a result is not healthy for the econ- 
omy either. It not only will retard wage increases, but because it 
makes businessmen pessimistic about the future they will be unwilling 
to undertake investments to increase productivity and provide for 
growth. 

When a price rise is not accompanied by excessive demand, tight 
money can achieve stability of prices only at the cost of reducing the 
rate of growth of the economy and perhaps risking stagnation. There 
is no assurance that a tight money policy will slow down the increase 
of wages more than it will dampen productivity increases and the 
investment needed to provide for an expanding output. As a matter 
of fact I might point out that the big purpose of the tight money has 
been to restrict the volume of investment. This has been the accent 
of it. In fact, if productivity is more sensitive than wages to de- 
pressed conditions, a tight money policy may in the intial stages, before 
it results in unemployment, not reduce the price rise at all, but rather, 
by retarding productivity gains more than wages, cause an actual 
increase in wage cost which in turn will necessitate additional price 
rises, 

Thus a tight-money policy at the present time may well be self-de- 
feating. The very elements that permit wages to increase are the same 
things that stimulate investment and increase productivity. The use 
of monetary policy to prevent wage increases may also kill the goose 
that lays the golden egg. 

Much of the misinterpretation of present conditions that has led to 
the advocacy of a tight-money policy has arisen because of the tend- 
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ency to use the level of unemployment as an indicator of how close 
to full capacity the economy is operating. The developments of 
modern industry in recent years have made unemployment a less 
reliable measure of this than it may have been in the past. 

_A larger proportion of industrial employees have technical or super- 
visory functions that have arisen with increasing mechanization and 
automation. Less and less does industry rely on the unskilled opera- 
tive who can be laid off directly with a drop in output. These tech- 
nical and supervisory employees who are required to keep a plant 
operating are often hired on a salary basis, and even when they are 
on a wage basis they cannot be dispensed with when output drops by 
10 or 15 pereent. 

Similarly, an increasing utilization of the capacity of a plant no 
longer necessarily requires the hiring of additional operatives. Fre- 
quently the rate of output can be stepped up with no significant in- 
crease in the labor force. Sometimes they use a little overtime or they 
use their part-time workers more fully also. 

In view of these factors, it is no longer correct to assume that be- 
cause the level of unemployment is low the economy is operating at 
full capacity and realizimg its potential rate of growth. Very sig- 
nificant changes in output can take place with minor changes in the 
level of uneniployment. Thus, for example, between 1949 and 1950 un- 
employment dropped only from 5.5 to 5 percent of the labor force. 

Judging the level of output of the economy in terms of unemploy- 
ment, one would not have expected output in 1950 to exceed that in 
1949 by much more than 2 percent, since this is the average annual 
change in the gross national product in real terms that has resulted 
from increases in productivity and growth of the labor force. Be- 
tween 1949 and 1950, however, real output actually rose 10 percent, 
that is, with a very slight drop in unemployment we had a larger 
increase in output. Ten percent isn’t too large. 

In other words, given sufficient stimulus, expansion of real output 
can take place without requiring an equivalent expansion in produc- 
tive resources. This example is all the more striking, of course, since 
the stimulus to greater production did not occur until the middle of 
1950, a fact with which vou are all familiar. 

The year 1956 also affords an interesting example of the lack of a 
direct relation between the level of unemployment and the perform- 
ance of the economy asa whole. In 1956, the level of unemployment 
continued to fall slightly, to less than 4 percent of the labor force, 
but at the same time there was no increase in output per man-hour in 
the nonfarm sector of the economy. 

Judging by the unemployment level, 1956 should have been a year 
of high performance—yet in terms of the growth of productivity it 
must be considered a very poor year, since output per man-hour failed 
to rise at all. 

Monetary controls, of course, do have a proper role to play. They 
can be used very effectively on a selective basis in instances where 
demand is excessive. Thus, overstimulation of the construction in- 
dustry might well be handled by monetary controls. 

Excessive consumer purchasing power may be handled by consumer- 
credit restrictions. And investment booms beyond the capabilities of 
the economy to meet may be held in check. Again, however, I would 
like to emphasize that these are not the circumstances of the present 
time. 
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I do think that under present conditions price stability and a high 
rate of growth of the economy are compatible, and can be achieved 
without undue Government interference or control. But tightening 
the money supply to soften the economy still further is no solution. In- 
stead, I think we need to make a concerted effort to increase produc- 
tivity so as to provide a level of growth that can support an ever- 
increasing standard of living. There are many means that can be used 
to achieve such a result. 

I personally do not feel that more coneessions in terms of such things 
as lower corporate profits taxes are necessary in order to stimulate 
investment. 

On the other hand, such devices as accelerated depreciation, or tax 
concessions for investments that increase productivity, might well have 
a desirable influence. In certain areas, it may be that demand should 
be stimulated so that the available resources are more fully utilized; 
such increases in demand would also encourage producers to make 
investments that would raise productivity. 

In the last analysis, the price rises in the present period can really 
be laid to the fact that we do not have sufliciently rapid economic 
growth, and are not. maintaining the rates of increase that could be 
achieved—and are being achieved in some other countries, 

There are risks, of course, to an expansionary program. Demand 
should not be allowed to expand to the point where it cannot be filled 
by normal growth. It is in this connection that monetary controls can 
be useful as.a restraining influence, but we should aim for a higher 
rate of growth than we have been obtaining in recent years. 

My discussion up to this point has centered around the relation (or 
lack of relation) of administered industrial prices to the recent price 
rises. 

But the question of administered prices goes deeper than this. Ina 
dynamic economy, it may be possible for producers in monopoly posi- 
tions, even without increasing prices, to retain for themselves more 
of the fruits of productivity increases than might seem justified, either 
on ethical grounds or in comparison with what they would receive 
under freely competitive conditions. Such a situation might go unde- 
tected because it would not be reflected in an absolute price rise, but 
might instead be hidden in a smaller price drop than would otherwise 
have occurred. 

The general charge that has been made against industrially admin- 
istered prices is that they prevent satisfactory adaptation to changing 
economic conditions, whether these are productivity changes or changes 
in the level of demand. In the 1930’s, for instance, the inflexibility of 
producers in adjusting to economic conditions was a matter of very 
great concern. oe 

Particular attention was directed to the failure of administered 
prices to fall as much as prices in the nonadministered sectors. On 
examining this evidence and making some calculations of my own, I 
personally came to the conclusion that this situation could be ex- 
plained on grounds other than the inflexibility of administered prices. 
Specifically, the administered-price industries were also the industries 
where direct costs were primarily wage costs. To the extent that 
materials entered, they were largely materials from the mineral in- 
dustries, which in turn faced large and relatively inflexible wage costs. 


J 
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In contrast, the industries that were considered not to have admin- 
istered prices were in general those processing agricultural materials 
with a relatively small proportion of labor cost, such as food process- 
ing and textiles. In brief, I could find no support for the conclusion 
that prices were more inflexible in the administered-price industries. 

Instead, I found that in all industries prices tended to move quite 
closely with direct costs. In industries using agricultural raw ma- 
terials, the greater fall in the prices of these agricultural materials 
than in wages permitted prices to fall more than wages. In industries 
where this mfluence was not present, prices fell roughly in proportion 
to wages. 

I do not think, however, that this analysis of the 1930’s is particu- 
larly relevant to the situation today. The economy has changed a 
great deal since then; there have been many changes in institutions, 
tax laws, and so forth. Furthermore, the analysis of the 1930’s re- 
ferred to a period of decline in economic activity and lack of produc- 
tivity increases. ‘Today, in contrast, technological change is taking 
place very rapidly in some sectors of the economy. 

The manner in which these technological changes are exploited may 
well depend in part upon the role of the administered price industries 
in the economy and the influences bearing upon them. 

I have not as yet seen any evidence regarding the behavior of these 
industries with respect to technological change: whether they ex- 
ploit it to the full, or whether by neglecting potential productivity 
increases they keep growth below the rate it might reach in a more 
competitive institutional setting. 

In looking to the future, also, the behavior of the administered- 
price industries may be important in determining the effect of both 
technological change and changes in institutional forms. For in- 
stance, such developments as increasing automation, or the introduc- 
tion of some form of guaranteed annual wages, can be expected to 
increase fixed costs, and thus give the producer an even greater stake 
in the stability of prices and output. Whether his actions under 
such a set of circumstances would be in accord with the best interests 
of the economy, as well as maximizing his own profits, is a question 
that would require further study. 

Again, T do not think that the evidence I have cited for the 1930’s, 
or even that for the present period, is very relevant to these issues. 
I would hope that this subcommittee might concern itself with this 
question, and might investigate the feasibility of different kinds of 
solutions. 

Tt cannot be taken for granted that the combination of such develop- 
ments as these with present forms of institutions will automatically 
work out in a way tliat is equitable for all groups concerned and at 
the same time is beneficial for the economy as a whole. 

This discussion of industrial pricing has been cast in terms of wages, 
profits, and consumer prices, and thus implicitly has considered the 
interests of labor, business, and consumers. 

Agricultural prices have been mentioned in passing, but sor-ething 
more needs to be said of the farmer’s stake in this proble Indus- 
trial price and wage policy has had a considerable impaet upon farm 
prices, and so on the farmers’ share of total output. 
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The effect. of rising wage costs upon prices has been modified by the 
fall in the prices of agricultural raw materials. What. price stability 
we have had, therefore, has been largely at the farmer’s expense; he 
has faced rising industrial prices with falling income. 

Certainly, any consideration of future industrial pricing ought to 
take into account not just the relationship between wages and profits, 
but also the role of the farm sector. Not to do so may mean that, as is 
the case now, business and labor together achieve their gains at least 
in part at the cost of squeezing the farmer. 

In closing, I would like to point out again that it is, of course, quite 
possible for individual producers or groups of producers to use a 
monopoly position to obtain an unfair advantage without having any 
apparent effect upon prices for the economy as a whole. 

In terms of the gross national product and the general price level, 
these producers might account for too small a fraction of the total to 
have a general effect, yet they might still be engaging in socially un- 
aecentatle behavior that should be restrained. 

In such a case, the ability of a monopoly to manipulate price in its 
own favor can be looked upon as an ethical rather than an economic 
problem. Although I have indicated that I do not think that ad- 
ministered prices have a substantial effect upon the economy, I do not 
deny that they can exist in specific instances, and that in these cases 
they may be quite unjustified. 

In some areas, individual monopolies take on almost the nature of 
public utilities. In public utilities we recognize that a monopoly 
form of organization is most efficient, and grant franchises seeued 
ingly. But the companies granted the franchises are not permitted to 
charge whatever prices they choose, or the prices that would maximize 
their return. 

Instead prices are regulated in accord with some standard of fair- 
ness and justice, taking into account. the necessity both for return to 
the producer and for equitable prices for the consumer. 

As our economy grows, the advantages of monopoly organization in 
various areas of economic activity may increase. However, to allow 
this to happen and not to introduce suitable restraints to prevent the 
exploitation of this power is unjustified. In these terms, I think that 
this subcommittee has a very real need to examine and evaluate the 
role of monopoly in the various areas of the economy. 

Now if I may summarize just briefly, I would like to restate the 
following points: 

First, although administered prices somehow defined may exist in 
specific firms or industries, it cannot be shown that they have a major 
role in the recent price rise. 

(2) Even if all the administered price industry charged what could 
be considered as fair prices, we would still have rising prices with us 
as long as productivity fails to rise fast enough to keep up with wage 
rises. 

(3) The groups that have really suffered in this situation are the 
farmers and the people living on fixed income such as pensions. 

(4) The restriction of consumer and investment spending by tight 
money is no solution since it will only make the economy softer and 
further restrict the rate of increasing in productivity. 

(5) I personally do not think that the solution lies in the direction 
of wage controls. 
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Senator Witey. What is that last? 

Mr. Ruegates. I personally do not think that the solution lies in the 
direction of wage controls. This gain might only result in an unneces- 
sarily low result in an unnecessarily low rate of productivity increase. 

Furthermore, equity considerations would lead to the extension of 
such controls to many other areas such as profits, rent control, et cetera, 
and a development of these would be clearly undesirable. I firmly be- 
lieve that a more adequate solution can be achieved through accelerat- 
ing productivity increase, not by restricting it. 

Senator Kerauver. Dr. Ruggles, I believe everybody will agree with 
the four outstanding economists we have heard so far, who have pre- 
sented an overall picture or cross section to bring out all the points of 
view, in order to get a basis for;discussion and consideration of the 
problem of inflation and the increased cost of living that we have 
with us at the present time. 

We have selected economists, representing a cross section, who have 
specialized in this subject, whether they agree with Senator Wiley or 
me or any members of the staff. 

Mr. Rueatrs. I consider this most objective. 

Senator Kerauver. I appreciate your saying you consider the pres- 
entation very objective up to this point. 

We are indebted to you for a very fine paper and study to which 
you have given a great deal of consideration. 

IT am going to turn to Senator Wiley in just a minute, and members 
of the staff for questions, but I have noticed in all of the presenta- 
tions of Dr. Nourse, Dr. Means, Dr. Galbraith, and yourself, that 
the one point upon which all of you agree—and you have been liere 
during all of the testimony—is that in the present inflation there is 
unanimous agreement among all of you that the so-called hard money, 
the tight money policy, is not the solution. 

Mr. Rucewes. I would agree. I agree very strongly, perhaps more 
strongly than some of the others. 

Senator Kerauver. You are a little stronger than some of the 
others. 

Mr. Rueeres. I would say so. 

I think Dr. Galbraith made the point, and it was a very good point, 
that this tight money policy has been inequitable, that it has not 
provided credit for small business and farmers at the same time that 
large business has had credit available to it through plowing back 
of profits. 

I think this is a very good criticism. His solution I think may have 
been in part, let’s make it rougher for big business, too. 

I would say “Let’s make it easier for the small business and farm- 
ers,” and I think this is in part.due to a difference in our interpretation 
of the tightness of the level of demand at the present time, 

Senator Krrauver. The other point that I think all four of you are 
in’ substantial agreement’ on, perhaps with varying emphasis, is that 
in this present inflationary condition that we have in the country, it 
has been the farmer primarily, the small-business man and the person 
with fixed incomes, who have suffered. 

Mr. Ruaeres. I would agree: 

Senator Krravuver. The third thing that you are in agreement on 
is that whatever holding down of the inflationary spiral that has oc- 
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curred, the situation would have been much worse overall if.the 
farmer had not been depressed during this period. 

Mr. Ruceuxs. I would agree. 

I think there is another area I would like to cite that I have been 
fairly much impressed by. 

Senator Keravuver. To characterize again the point that I just made, 
in other words, such stabilization as there has been has largely been 
taken out of the farmer’s hide during this period. 

Mr. Rueexes. That is right. 

Senator Krravver. All right, sir, you:say there is some other area 
that you would like to talk about ¢ 

Mr. Ruseres. I think we have all agreed that we do wish inves- 
tigation of the practices of certain of the administered-price industries. 

I do not want this to be interpreted as a defense of business, big busi- 
ness, small business or anything else. 

I have felt that there can be in particular instances—I think there 
are two problems here. 

One is what has caused the price rise. 

This is the intersting one. This is the one I have addressed myself 
to. I have not examined whether certain of the price rises in certain 
industries are justified or unjustified, and I think it would be of con- 
siderable help if we did have investigations on this. 

I consider these complex questions that cannot be answered from the 
confusing aggregative statistics we have, and I would like to see 
this proceed. 

Senator Kerravuver. So the fourth point is that you feel that 
this hearing is not only timely but long overdue ? 

Mr. Rueates. I do, sir. 

Senator Kuravver. Some good public purpose might come from this 
inquiry ; is that right ? 

Mr. Rucerss. That is right. 

Senator Keravuver. Senator Wiley ? 

Senator Wier. I hope something will come from the hearing out- 
side of simply emphasizing the sick patient and the sickness. I hope 
somewhere there may be found the wisdom that will make it so that 
that part of our economy that has not been getting a square deal will 
be treated as it should be. 

Of course by and large this country of ours is, compared to other 
nations, blessed, but there is a little disarrangement in our economy. 

We thought when we called economists that they were the doctors 
of our economy, but instead of that they are the diagnosticians. 

Mr. Rueees. That is right; but you have to diagnose before you 
can prescribe. 

Senator Wirxy. Now we are looking for the medicine that will do 
the job. To me it is serious. I made the statement when I came in 
here about our big industries. Compared to other nations, they are 
doing a tremendous job, and I think of what you have to pay for 
gasoline in London and what we are buying gasoline here for. It is 
very clear that even the administered price is a pretty good price in 
America for that commodity. 

But again I go back to this whirlwind that we have gotten into, 
a tornado that has left many millions from an economic standpoint 
out in the cold. Many millions more have profited. Consequently 
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I have to be frank and say that all of this discussion about adminis- 
tered prices and market prices, I think, to the average mind simply 
means that some can fix prices and some can’t and there are those 
human beings who, when they get power in their hands, exercise it 
to the detriment of their fellow human beings. 

I had better get to the question before I indulge in some more talk. 

In one of your statements here you compared the situation of some 
of our industries to the regulation of public utilities. You said they 
were virtually regulated through administered prices. The question 
I asked to be answered yesterday was this: I suggested then whether 
or not in this growing, pulsating economy of ours—and it is a growin 
economy with 171 million people, with seventy-odd million employed, 
and so forth—would it be a feasible thing to reach out and Nace 
industries like the steel industry under regulation so that they could 
not do as they have done recently, add $6 a ton, without getting admin- 
istrative authority to do so? 

Would such a thing be feasible in the large industries, or would it 
be better to let. things go as they are in a free economy ? 

I have no conviction on the subject myself because I do know that 
the $6 increase is going to be reflected right away in the cost of auto- 
mobiles, the cost of farm machinery and the cost of everything that 
the Government is using in its war efiort. 

It isa very serious matter. 

In the airplanes and the ships and the submarines that we are build- 
ing, in the weapons, the taxpayer is paying for it. The question is, 
would it be a feasible thing within our system to reach beyond the 
public utility angle of this regulatory project into great industries like 
that? 

Have you given that any thought? 

Mr. Ruectes. I am sure whatever the Congress wishes to do, is 
feasible, sir, but whether it is desirable is another question. 

I do not feel the desirability could be answered without consider- 
able detailed study into the situation. ; 

Certainly many of our industries we do regulate, railroads, electric 
power and so on. . 

We consider that they are affected with the public interested. It is 
your problem, not mine, to define what a public utility is. 

This is a political rather than an economic question. 

Senator Winey. I did not like that last statement of yours because 
you cannot pass the buck to us legislators. : 

You have a responsibility, especially as I understand you are trying 
to influence our minds by ideas. 

Mr. Rvuaatrs. Not by our ideas, only by the facts. 

Senator Wirey. Right along that line, would it be the right thing 
to continue Federal power review of natural gas prices? 

Mr. Rucerrs. Again, sir, I am not an industry expert. 

I know nothing of these matters. 

Senator Wirtey. You know what? 

Mr. Rucetrs. I know very little about these matters. 

I would hesitate to say without considerable reading, looking at the 
facts and so on to know more about this. 

I have not specialized in this area. Ihave been working in the more 
general areas of economic stability, employment and so on for the 
economy as a whole, and these are questions that require considerably 











144 ADMINISTERED PRICES 





detailed knowledge, and I certainly. would not like to use what little 
knowledge I have in one area and extend it to another area where 1 
am incompetent. 

Senator Kerauver. Senator Wiley, since Economist Ruggles will 
not answer that question, Economist Kefauver will answer it in the 
affirmative. 

Mr. Rueeres. You see, sir, the Congress can decide. 

Senator Witxy. You are a very versatile young man and I know 
you sometimes give a snap judgment. 

Is this a snap judgment or considered ? 

Senator Keravver. This is considered over a long experience after 
listening to lengthy debate. 

Mr. Rueexzs. I am sure I am not nearly as qualified as the Mem- 
bers of Congress to decide this. 

Senator Wizey. That is one of the issues coming up. 

You understand that if the chap who takes the gas out of the 
ground can fix the price at the delivery point to the gas line, that is 
what you call administered price with a vengeance. 

Mr. Rueewes. I can certainly give you the view of the people in 
Connecticut, but this is as a consumer, not as an economist, and you 
asked meas an economist. 

Senator Wier. Just one other idea that comes to my mind. Take 
again the thousands of people who, because of the state of our economy, 
cannot get work because of their age, but they have built up a little 
pension. Have you any thought as to any responsibility of Gov- 
ernment ? 

Take the schoolteachers, take a lot of Government people. If they 
have insurance they find their insurance dollar cut in half or more be- 
cause of this inflation. 

There is quite a segment in our economy. I understand there are 
14 million over 65 years of age and they have been hit pretty hard. 

As a diagnostician, can’t you also go into the field of the remedial 
and give us your ideas? 

Mr. Rueates. Yes. I have tried to do so. I feel that the price in- 
crease should be halted, and as a first step in this matter—and I am not 
predicting the probability of success in this—I feel we should make 
more efforts to merease productivity so that with the existing wage 
increases and soon, the results will not be as inflationary, besides being 
a good thing for the economy also. 

Tf this should fail, I don’t know what. the solution would be. 

It would seem almost to me that equity would demand that some 
adjustment or other be made, if we give up and decide that we cannot 
prevent inflation, which I think would be a very poor thing to do, 
and I feel that there are other ways out. 

Senator Witry. Have you any suggestions as to how to see that the 
producer gets his equitable share of the consumer’s dollar ? 

Mr. Rucerrs. What do you think he should get? 

I think again this is a very difficult question to figure out what is 
equitable, that this again is a political question of how you wish the 
pie split up. 

I don’t know whether profits are excessive today or not. 

Senator Krravver. Senator Wiley, weren’t you talking particu- 
larly about the farmer ? ’ 
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Senator Wirey. I will give you an illustration, because I am not 
saying that profits are excessive. 

I want to say to you that in my State I am getting 7 cents a quart for 
my milk and the same day I am paying 21 cents for the same. ‘That 
is an increase of 200 percent. 

Mr. Rueates. That is right. 

Senator Winey. I understand the farmers in Virginia are getting 
about 12 cents a quart for milk and the consumers paying 24 cents a 
quart. 

That is an increase of only 100 percent. 

I realize that the farmer owns the cow, the cow is milked, the milk 
is transferred to the chap that buys it, and then it is redistributed, but 
he has labor costs and transportation costs. I don’t think he is making 
lots of money. 

Mr. Rueetes. That is right. 

Senator Winey. I am not saying that in this city the farmer or the 
milkman is making lots of money out of this 100 percent increase. 
That isnot my point. 

Mr. Rueerszs. I agree. 

Senator Wiiey. I am not trying to put my finger on anyone. What 
I am saying is that in 12 hours time in my State, the product that I 
cannot get the cost of production out of, to say nothing akout a reason- 
able return, has gone up 200 percent because of possibly what you 
might call distribution costs, most of which is labor. 

That is the point Iam getting at, and I am getting at it not simply 
because I. am a farmer, I am getting at it because there is a great 
morale issue here involved. 

You would be getting that way too if you had to work 24 hours 
around the clock and could not get a return out of it. 

Mr. Rucetes. I agree. 

Senator Wizey. it is largely a question of national morale, a seg- 
ment going not way to the left but seeing red. I am very conscious 
of the situation, because letters indicate clearly to me from people 
who have been hard workers; now they are filled with fear and doubt, 
just’ because they are not getting their equitable share of what the con- 
sumer pays. 

T am not saying that along the line someone is getting an equitable 
share. I am asking whether you give thought to that situation, and 
this is only one illustration, so that perhaps a remedy partially legis- 
lative, maybe partially something else, can be found. That is what 
we are seeking. 

I know you are a student of the Good Book. It says “Seek and ye 
shall find,” but you have to know where to seek it. 

Now you tell us how you would solve it. 

Mr. Ruceres. In answer to that I can say I consider this one of the 
most pressing problems of the day. 

If you look at our data you will notice that a rising proportion of 
our people are occupied in handing the goods around, and fewer and 
fewer are producing it. 

We are soon going to reach the place where 5 percent of the people 
produce the goods and the other 95 are engaged in exchanging it. 

This is a very serious thing in terms of our growth and economic 
evolution. It isno coincidence that the service industries have no way 
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to measure increase in output per man-hour where all our output per 
man-hour rises in the commodity-producing areas. 

Economists I think are to blame for not going into the situation 
more. They study the theory of the individual firm and the con- 
sumer, but they don’t study our distributive trades. There is very 
little study of this area. I don’t consider this quite the same problem 
that has been raised here. 

This is a problem of are we spending our total resources of our 
economy in a way that is not self-defeating. 

All I can do is underscore yourconcern. I have nosolution. 

Senator Wmxy. Of course human resources are the greatest re- 
source we have. 

Mr. Rucetes. I would agree. 

Senator Wirey. I cannot get all het up about you fellows arguing 
about fixed prices, market prices and all that. 

The common man in the street understands that situation. 

I am het up about those of the million of us who have at least 
eo of their anatomy in pretty bad shape and I think that ought to 

looked into. 

Mr. Rueerzs. I would agree with you that that is a more important 
problem and I would like to see an investigation of it, sir. 

There has been none that I know of. 

Senator Kerauver. Mr. Dixon, do you have any questions? 

Mr. Drxon. No, Senator, I have not; only one comment. 

As I understand it, in Dr. Ruggles’ opening statement he makes 
reference to the fact that nothing that he says is based upon any quali- 
fication to speak with reference to any individual industry such as 
vena arm machinery or any individual companies such as 

nited States Steel. 

Mr. Rueetes. That is correct, sir. 

Senator Kerauver. Dr. Blair? 

Mr. Buatre. Dr. Ruggles, I hope you will understand that the few 
questions that I have to offer are not presented in any hostile or critical 
way but rather in an effort to be of service to the subcommittee in clari- 
fying the reasons why you reach such opposite conclusions as those 
reached by Dr. Galbraith and Dr. Means. 

Mr. Rueerezs. Certainly, sir. 

Mr. Buatr. In your statement, on page 7, you state: 

It is not possible to maintain the view of statistical evidence that administered 
prices have been primarily responsible for the inflationary spiral. 

In contrast, of course, Dr. Galbraith held in answer to a question, 
as you will recall, that price increases in administered price industries 
were in fact setmnantl for much of the recent increase in prices. 
On page 15 of his statement, Dr. Means stated that— 
the recent price rise has not been the result of excessive buying power but at 
least, to a very considerable extent, has been a result of action within the area 
of discretion in which prices and wage rates are made. This is suggested by 
the rise of administered prices while market prices were stable or falling. 

I was wondering if you would agree with me that one reason for 
your having arrived at different conclusions from those reached by Dr. 
Galbraith and Dr. Means is that in part you base your findings upon 
an analysis of changes in prices and costs in manufacturing as a whole, 
whereas I believe they gave no attention to the question of what has 
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taken place in industry as a whole, but rather were addressing them- 
selves to differential changes within the economy. 

Mr. Rucexs. I would say I think you are quite right. 

They were thinking of specific instances. I was trying to not 
analyze whether these specific instances or prejudge these specific 
instances were or were not responsible for excessive price increases, 
but I was also concerned whether these amounted to a significant por- 
tion of the total. 

Thus, for example, if you take an industry such as steel, I believe 
there are around a million employees out of a total labor force of a very 
large amount. 

It is quite possible you could have a rise in steel and this would be 
so diluted in its impact over the economy that it could not account for 
the very considerable price rise we have had. 

Mr. Buarr. You will of course agree that as in the case of your pre- 
vious study, analyses of this problem of administered prices versus 
market prices has in the past been based upon comparisons of different 
price changes of different commodities: administered-price products 
on the one hand, market-price products on the other hand within 
industry as a whole. 

Mr. Rueates. I am not quite sure I understand your question, sir. 

Mr. Buarr. I was just saying that I think that the whole discussion 
of administered prices thus far, with the exception of your presenta- 
tion today, has proceeded in terms of differences between market and 
administered prices. 

An analysis of price and cost changes in the broad aggregate of 
manufacturing as a whole, which necessarily ignores the different 


changes that may have taken place within manufacturing, may be 
criticized on the ground that it tends to beg the question. ( 
Mr. Rucates. There is a fairly = reason for this: I found it 


somewhat difficult to identify according to Dr. Means’ definition, spe- 
cifically what an administered price was. His definition read: 

An administered price is a price set by someone, usually a producer or seller, 
and kept constant for a period of time and for a series of transactions. 

This I assume would include doctors, public utilities, lawyers, prac- 
tically anybody that we can mention. 

The only things excluded here would be those agricultural prices 
which are not incidentally at their ceiling level. 

If they hit the ceiling level it is administered, prices which are 
freely fluctuating due to market conditions, and not all agricultural 
prices are this. 

So I would say that if you interpret his question broadly or apply 
his definition, everything that we have practically is administered 
prices, and I think he maintains this too. 

He points out the barber shop, the corner store. He says “Most of 
them that you come in contact with,” the prices in the Senate restau- 
rant and so on. So I do not think that we might put the prices of 
some agricultural products on one side and the manufactured prod- 
ucts on the other or something. 

Mr. Buatr. You will recall! that in his chart 3 he compared the price 
change between May 1955 and May 1957, as well as other dates, for 
what he referred to as administered-price commodities as contrasted to 
market-price commodities. And the chart indicated that the former 
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series had risen between May 1955 and May 1957, while the latter had 
shown a slight decline. 

Mr. Ruceres. Applying this definition I am sure you will find that 
many of the items indicated in the market prices are administered 
prices. 

Similarly in his administered prices you may well find some market 

rices. 
. Mr. Buatr. His definition, you will recall, was not subjective. 

Mr. Rucexszs. His definition is on page 1. 

v Mr. Buam. His definition used in that chart was not subjective. The 
administered price products were those which had shown during an 
8-year period 7 changes or less as I recall, and his market prices were 
those which had shown during the same period 78 changes or more. 

Mr. Rueees. Certainly. 

Mr. Buatr. There were, in his base period, January 1, 1926, to De- 
cember 30, 1933, 96 opportunities for price changes. The administered 
price series were those which out of Geant 96 possibilities changed on 7 
occasions or less. Those which he characterized as market prices are 
those which changed during that same period at least 78 times. 

We thus find the difference between what Dr. Means’ chart showed 
and your statement to be based, in part, upon his analysis of the dif. 
ferential changes between administered and market price and your 
use of industry as a whole. 

Would you say that is true? 

Mr. Ruaetes. No; I do not believe so, sir; as a matter of fact, the 
administered prices that he indicates here are prices which change less 
than 8 times in 8 years. 

His definition has changed somewhat from the one he initially set 
out. Market prices are those that change more irrespective of whether 
administered or not administered. 

Mr. Bram. No. 

Mr. Rueeres. This should have been titled prices which changed 
more and prices which changed less. Now as to the reason why they 
do, the. prices that. change more you will find I believe are largely 
agricultural or agriculturally derived, or they are prices that reflect a 
fairly fixed supply and a fluctuating demand. 

For instance, iron and steel scrap would be this. The other prices 
I think come from industries where wage costs are highly important 
in determining it. It is true they follow wages more, and I would say 
that this diagram depicts quite easily if I took wages on the one hand 
and farm prices on the other, I would get two lines that would look 
almost identically like this. 

Mr. Brarr. Dr. Ruggles, there are in the market-price series used 
by Dr. Means 35 products for which 1955-57 data are available that 
are not farm products, and are not food products. This excludes 7 
petroleum products for which the base period, 1926-33, is obviously 
not representative with reference to frequency of change in 1955-57, 
ane to the chaotic state of the petroleum industry in the earlier 

riod. 
us Rueetes. Sir, are they derived from agriculture? Are any of 
them textiles? 

Mr. Bratz. Some of them are textiles. 

Mr. Rueetes. I would expect them to be so. 
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Mr. Buarr. All products are derived, as you stated earlier, basically 
from agriculture or minerals. 

Mr. Ruecres. That is right. 

Mr. Briar. Of those 35 nonfood products during this period of 
time, May 1955 to May 1957, 18 showed decreases, 1 showed no change, 
16 showed increases, in half of which the increases were less than 5 
percent. Thus only 8 out of the 35 had increases of more than 5 

ercent. I would like permission to put this table which has recently 

een compiled into the record. 

Senator Krrauver. Without objection, let it be put in the record. 

(The information to be furnished is as follows: ) 


Percent change in price, May 1955 to May 1957, for nonfarm and nonfood prod- 
ucts with 77 or more price changes (out of 96 possible changes) between 
January 1926 and December 1933 * 


Old New 


Index, 1947-49= 100 | Percent 
code code Commodity (description) 


03-12-91 | Duck, flat__- 
03-12-76 | Tire cord fabric, standard peeler. 
03-12-77 | Tire cord fabric, chafer 
01-45-01 — (abaca) 
01-46-01 t 
03-62-01 Binder twine, standard 
05-53-03 | Fuel oil, Oklahoma, No. 2 
05-53-02 | Fuel oil, Gulf coast, No. 2 
05-51-04 | Gasoline, California, regular 
305-52 Kerosene 
10-12-01 
10-22-06 
10-22-11 
10-22-46 Meco (quicksilver) 
10-22-31 | Zine, slab, New York 
(2) Douglas fir, lath, plaster 
08-14-61 | Birch, No. 1 common 
() Douglas fir, board and shiplap, No. 1......--....._-.- 
08-11-11 | Drop siding, B and better 
08-12-01 | Southern pine flooring, B and better. 
08-13-66 | Cedar, western, shingles 
06-22-31 | Tung oil, feppereees Ooi is LAE DOGS 
06-22-36 | Oil, linseed, raw 
06-22-51 | Shellac, orange, TN-__..-.-- 
06-40-51 | Tallow, inedible, packer_. 
06-40-31 | Palm oil, congo, drum. _- 
() Camphor au 
06-31-45 | Menthol, naturs -, 
15-23-01 | C ottonseed meal _- 
15-23-11 | Soybean meal, 41- “percent protein, | bulk. 
05-55-03 | Cylinder oil- Soe uahee nemkaree 
05-55-07 | Neutral oil pers Ri di 
(?) Parafin wax__--. ei ceeiel eRe 
03-12-36 | Print cloth, 80 by 80. scchibess 
03-12-37 | Print cloth, 68 by 72 — 
01-44-01 | Raw silk, white, Japanese __- Sunii iti eae 4 
03-40-01 | Silk weaving yarn, crepe twist_-..._...._-.--.- os 15S 
03-61-02 | Burlap, 10-ounce 40s _--- aaa 
05-57-01 | Gasoline, natural___-_-_- 
10-22-36 Antimony. hw ageemar 
10-22-21 | Silver.__- 
10-22-26 | Tin_.....-..- 
06-22-46 | Rosin-- eaaearan 
06-22-56 Turpentine oe ae adalsn den ede 
F 15-21-01 | Millfeed, bran, spring. 5 when tte eepaelth aadcheum 
739 15-21-11 | Middlings, standard __- ttc apt 
751 07-11-04 | Rubber, crude, amber, NacSiri Lsenc eles 
(?) ‘aalion Cotton yarn..-..-..- ss 
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1 Group IX and X, National Resources Committee, the Structure of the American Economy, 1937, 
appendix 2, p. 201. 
2 Not applicable. 
3 Class. 
4 Not available (new series). 
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Mr. Buatr. I would suggest that this showing would not support 
the conclusion that, generally speaking, the decrease in the market- 
price series between May 1955 and May 1957 is a unique phenomenon 
resulting from the fact that the products included in the series are 
agricultural products. 

Another question I would like to ask, sir, is why did you make your 
oan in discussing manufacturing as a whole the period 1951 to 
1957 ¢ 

Mr. Rucerzs. The reason I did that, sir, is that there has been a con- 
siderably different setup of conditions operating in the period up to 
1951, the Korean boom, and the conditions thereafter. 

The one was a demand inflation, and since then I feel we have not 
had a demand inflation but we have had a rather soft economy. 

Mr. Buarr. Dr. Ruggles, you will recall that the Korean invasion 
took place in the latter part of 1950 which resulted in very heavy 
fighting in 1951. In March, Seoul was liberated and there was a great 
deal of fighting above the 39th parallel. Fighting continued into 1952 
and the military situation did not abate significantly until the latter 
part of the year. 

You will recall that shortly after the invasion of Korea, there took 
place a considerable amount of scare buying. Demand rose very 
sharply, as did the wholesale price index. You will note from your 
own series that the wholesale price index—I am referring to table 1— 
shows an increase from the 1950 index of 103.6, to 114.3, based on the 
1947-49 average. 

Mr. Rueates. That is correct, sir. 

Mr. Buarr. And thereafter the index drops in 1952 to 112.3, in 1953 
to 112.1, in 1954 to 112.9, and in 1955 to 113.6. Thus the year 1951 was 
the highest level that the price index reached in any of the preceding 
years shown on your table, and in all but the last 2 subsequent years 
shown on your table. Obviously, the higher the price series in the base 
period, the less would be the price change between that base period and 
the latest period which you have used for your comparison, which is the 
first quarter of 1957. 

In that connection, I might point out that if you had taken the year 
1953 as your base rather than 1951, by which time most of the Korean 
fighting had subsided, your statement on page 3 that, “Wage costs have 
risen 14 percent since 1951, but prices of manufactured goods have 
risen only 6 percent” would have to be amended to read as follows: 
“Wages costs have risen 7.2 percent since 1953 but prices of manu- 
factured goods have risen 7.9 percent.” 

Thus it would appear that using 1953 as the base period and even 
making your analysis in terms of manufacturing as a whole, the results 
indicated would be somewhat different than those which arise as a 
result of using 1951 as the base period. 

Mr. Rucatss. That is true. 

As a matter of fact since these are cast in the index of 1947-49, you 
can also get the effect in 1947-49 wage costs rising 26.9 percent and 
prices rising 21 percent. 

So I agree over the long pull I have felt that these have matched 
quite closely. 

Over the short run they do differ. 

Mr. Buarr. I would just like to also call your attention to this: 
During the same period, 1953 to the first quarter of 1957, wages as a 
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percent of manufacturing sales remained extremely constant, the pro- 
portion being 25 percent in 1953 and 25.1 percent in 1957, a showing 
which we would not expect to have taken place had prices risen sub- 
stantially in excess of wage cost. 

I would like to have that series put into the record, Mr. Chairman. 

Senator Kerauver. Without objection it will be put into the record 
at this point, 

(The information is as follows:) 


Manufacturing 


[Billions of dollars} 


Year 





1 Annual basis. 


Source: Department of Commerce, Survey of Current Business (various issues). 


Mr. Buatr. One final series I would like to cite shows the net income 
or — in manufacturing—which is the sum of corporation profits 
and income of unincorportated establishments—as the proportion of 
national income originating in manufacturing. There again we find 
relative stability. Manufacturing profits as percent of income or- 
iginating in manufacturing were 23.1 percent in 1953 and 23.9 percent 
in 1956, the last year for which data are available. 

Mr. Ruceres. In connection with that could I point ont that includes 
farmer income? 

You say income of unincorporated business. 

Mr. Buarr. No; this is income of unincorporated business in manu- 
facturing. 

I don’t attach too much importance to these overall 

Mr. Ruaates. But this would be small business essentially. 

Mr. Bratr. Yes; that is right. 

What I am saying is, the proportion is the sum of corporation profits 
in manufacturing plus profits of unincorporated establishments in 
manufacturing 

Mr. Rucetes. In other words, you are adding essentially the small- 
business element. 

Mr. Brarr. Yes. 

Mr. Rucerrs. Would you conclude then that the small-business 
profits have gone up more rapidly as a percentage than have corporate 
since corporate have gone down 

Mr. Brarr. No; I am merely pointing out, Dr. Ruggles, that the 
overall measures of wages as a percent of manufacturing sales and 
profits as a percent of income originating in manufacturing both show 
relative constant proportions in 1953 and 1957 or 1956, and that that is 
the type of showing we would anticipate on the basis of the previous 
data which indicated that wage costs since 1953 have not gone up more 
rapidly than price increases in industry as a whole. 








152 ADMINISTERED PRICES 





Mr. Rueeixs. You mean by adding the noncorporate sector, they 
must have in the noncorporate sector gone up faster than wages, is that 
not right then, since in the corporate sector they did not, profits became 
a larger percentage in the noncorporate sector, indicating that the 
prices in small business rose faster than the corporate. 

Mr. Bram. I am only talking about the manufacturing segment 
of the economy. It would appear that the ratio of corporate profits 
alone to income in manufacturing between 1953 and 1956 did not 
change significantly. 

Mr. Rucetes. Right. 

Senator Keravver. Do you have a table you want to put in the 
record ? 

Mr. Buarr. Yes, I would like to put in this table. 

Senator Keravver. All right. 
(The information is as follows :) 


Manufacturing 
[Millions of dollars] 





| National in- | | Income of Total as per- 


































come orig- Corporate unincorpo- cent of 
inating in profits rated estab- | Total (2+3) | national 
manufactur- lishments income 
| (4+1) 
| (1) (2) (3) (4) (5) 
i a i ee ee | Perera —_——— | OOO | OO > 
RI ni tea notes. £96, 351 $21, 218 | $1, 078 $22, 296 23.1 
WOES ds Jo ib WA ena heat ce .| 89, 978 18, 418 803 19, 221 21.3 
SE. Seheneiseane<chey~shggirass 102, 374 24, 788 | 1, 051 25, 839 | 25. 2 
Og DNA aed nen at. sal 108, 075 24, 611 1, 198 25, 809 | 23.9 
| 








Mr. Buarr. I don’t want the record to leave the inference on my 
part that you have confined your analysis only to manufacturing as 
a whole, because you do go on to make an analysis of price behavior 
in the different segments of the economy. There I wish only to point 
out that you have used the consumer price index, while most of the 
discussion of administered prices, as you will, I am sure, acknowledge, 
has proceeded in terms of wholesale, or manufacturers’ prices which 
reflect actions by producers, while consumer prices of course reflect 
actions by producers plus distributors. The latter’s actions may be the 
reverse of the former’s, as when distributors cut margins at the same 
time that producers are raising prices. 

That is a qualification that you will accept ? 

Mr. Rueerzs. Yes. I think I should say something as to why I 
chose the consumer price index. 

The investigation centered around why the consumer prices had 
gone up, in other words why we had the high cost of living, and in 
that section I was not trying to defend or explain manufacturers. 

I was trying to explain why prices had gone up, and there are many 
items in there that are neither manufacturers or distributors, rent, 
medical care, public transportation, et: cetera. 

I found that these elements were in large part responsible for much 
of the price rise. 

Senator Krerauver. Let. me see if I understand this. The figures 
you use you lumped together at this point as manufacturers’ and con- 
sumer cost; is that correct ? 


























ADMINISTERED’ PRICES 153 


Mr. Buair. I would not say it exactly that way, Senator. The prices 
he used are the Bureau of Labor Statistics’ series on consumer prices 
which reflect what the consumer pays at retail, which, of course, is 
the end-product of what the manufacturer sells at wholesale as well 
as the prices and charges by the successive elements in the distributive 
process after the manufacturing stage. 

Senator Kerauver. Then may I ask generally, regarding the take of 
the broker, the wholesaler, the distributor, and so forth, the steps 
between the manufacturer and the retail sales, their increase has been 
less percentagewise than have the increases of manufacturer? 

I have heard some oil distributors say that while the price of oil 
goes up, their take remains about the same. 

Mr. Buatr. The only statistical data we have which precisely con- 
stitutes an answer to that question that I know of relates to the food 
industries, and there of course an increase has taken place in what is 
known as the marketing margin—the difference between the price 
received by the farmer and the retail price to the consumer. The 
farmer’s share has declined from a high of 52 percent of the con- 
sumer’s dollar in 1946 to 39 percent for the first quarter of 1957. Of 
course the share of the middleman, let us say, those between the farmer 
and the consumer, lias risen correspondingly. 

Senator Kerauver. That would include of course what we term as 
manufacturers, the packers also. 

It would not just reflect the margin of the broker and the wholesaler. 

Mr. Rueatzs.. That is correct. 

Mr. Buair. That is correct. It is the only organized body of data 
that Iam acquainted with 

Mr. Rucctxs. I would agree with you. 

Mr. Bratr. Which provides anything like a definitive answer to the 
question the Senator raised. 

In other fields, for example, such as household appliances, increases 


in the prices by manufacturers may be offset by lower retail margins 
given by retailers generally. 


Mr. Rucewes. Discount houses, yes. 

Senator Keravver. You nod. You say you agree? 

Mr. Ruceres. Yes, I agree. 

Senator Krravver. Is that true of automobiles, too? 

Mr. Ruceres. No, I say this is possible. I have no idea what the 
statistics are. I have a feeling that margins on appliances must have 
dropped, but that is'a feeling as a consumer, not as an economist. 

Mr. Buarr. And I think in Senator Q’Mahoney’s hearings on the 
automobile industry last year, the data strongly suggested ‘that there 
had been a decrease in automobile dealers’ margins at a time when thé 
automobile manufacturers were raising their prices. Whether these 
decreases should have taken place is another matter. 

Senator Krravuver. I think generally, while I do not remember any 
percentages, the showing made in the oil hearings conducted by Sena- 
tor O’Mahoney showed that where there had been substantial increases 
in price of gasoline and crude, there had not been a corresponding in- 
crease in the margin of either the oil jobber or the independent oil 
retailer. 

Mr. Buatr. The significance to the question of administered prices, 
Senator—and I believe certainly Dr: Means would agree with this— 
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is that, generally speaking, the producer, the manufacturer, has more 
discretionary power san eis price than the average retailer or even 
the wholesaler. The latter has less power over his price because of 
the greater number of competitors with whom he must deal. 

Senator Keravuver. I suppose Dr. Ruggles would agree to that. 

Mr. Rucates. I hesitate to for this reason. 

It is a little too general. I can conceive of industrialists that do 
not have this power. 

Mr, Buair. Oh, yes. 

Mr. Rveeies. And I can conceive of retailers that do, and I would 
think it would depend upon the line. 

Certainly some lines in the textiles area good place. 

Some very exclusive dress shops on Fifth Avenue may well have 
more control over the price they charge for their dresses than the 
dress manufacturers that are, say, 20 blocks down, so that this is a 
case Where it might be reversed. 

I can conceive of situations both ways, and I am sure you will find 
situations where manufacturers are exercising monopoly positions to 
charge administered prices that are not necessarily compatible with 
the public good. 

Senator Kerauver. Do you want to specify any particular line of 
industry # 

Mr. ane. Absolutely no. I have not made an investigation 
along this line. I hope you will call on experts in this investigation 
who will be more qualified to speak on this, but I feel that I would 
be speaking just as a man in the street. 

Senator Keraucer. Very well; we understand. 

Mr. Brarr. I have done my best to try to identify the reasons for 
the difference in findimgs reached by Dr. Ruggles as contrasted to 
those reached by Dr. Means and Dr. Galbraith. 

Senator Kerauver. Very well. 

Senator O’Mahoney ¢ 

Senator O’Manoney. Dr. Ruggles, I regret very much that other 
duties in this hectic period of Senate sessions prevented me from 
being here when you began to read your paper. I have been strug- 
gling to go over it during the interrogation by Dr. Blair. Of course, 
I have not succeeded as well as I would like to have succeeded, but a 
few questions suggest themselves to me. 

I would like to ask you to turn to page 2 of your paper. There I 
find in the last paragraph the following language: 

There is, of course, good reason why wages should rise faster than prices. 
The rising productivity of American industry should make possible substantial 
wage increases without raising wage costs per unit of product for the producer. 

Mr. Rucerxs. That is right. 

I take it that you make that statement on the basis of your statistical 
research and of the statistical facts that have been developed ? 

Mr. Rueares. This is a satement saying that this should be the 

case. 
As I indicate later on, unfortunately wages have risen faster than 
productivity, and I interpret this to be a failure of productivity to 
rise at the rate sufficient to compensate for the rise in wages, and that 
I come to on the conclusion of my statistical investigation. 

Senator O’Manonry. This may be the answer to a question I was 
preparing to ask you next. 
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This is brought forth by what you say on page 7, the second para- 
graph: 
Irrespective of the merits of this last view— 


and let me state that view first. Let the record begin the quotation in 
this way: 

Thus in some industries the suggestion is that prices have been administered 
so as to keep them as low as possible with the result that a current prices there 


is an inadequate incentive to expand output to meet demand. 
Irrespective of the merits of this last view— 


a statement by which I think you mean that it is open to argument——— 
Mr. Rucarxs. I say it is open to argument... I have not investigated 

this. I have no evidence on it and I have no conclusion on it. 
Senator O’Mauoney. In any event you go on to say: 


Irrespective of the merits of this last view, it is not possible to maintain in 
view of the statistical evidence that administered prices have been primarily 
responsible for the inflationary spiral. 

Rather, wages have risen faster than productivity, and even when this has in 
some degree been offset by falling agricultural prices, corporate profits have not 
increased relative to the value of corporate net output. 

Is there a contradiction then between the statement on page 2, 
namely: 


The rising productivity of American industry should make possible substan- 
tial wage increase without raising wage cost per unit of product for the pro- 
ducer— 
and the statement on page 7 ? 

Mr. Ruceres. I don’t believe there is a contradiction. 

The word on page 2 that is pertinent is “the rising productivity of 


American industry should,” not “does,” meaning that I believe—that 
it is one of my fundamental beliefs—that we should be able to get a 
rising standard of living with the increase of wage costs, with in- 
creased wages and productivity increases that either meet or are better 
than this so that we do not have this inflationary spiral. 

Senator O’Manoney. It is your belief that it is in the general in- 
terest of our economy to have a large consuming power among those 
who work for wages? 

Mr. Ruectes. Very definitely. 

Senator O’Manonry. No question about that at all? 

Mr. Rucetes. No question about that at all. 

Senator O’Manoney. In other words, the worker is entitled to a 
larger share of the profits of industry than has been accorded to him 
in the past ¢ 

Mr. Rucetes. That latter statement does not follow from the former. 

I say that the worker is entitled to a larger absolute amount of goods. 

Whether this will result in it being a larger share of total output, 
the same share or smaller share, I do not know. 

This is an ethical and political question, not an economic one, I 
have merely said here-—— 

Senator O’Manonry. If we are talking about the same thing, do 
you not mean that unless the worker is employed and has purchasin, 

wer and has an increasing purchasing power measured by that whi 

e had before 

Mr. Ruceres. That is correct, 

Senator O’Manoney. It is not as good for the economy as a whole 
as it would be if he did have this increasing purchasing power ? 
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Mr. Ruceixs, He should have increasing purchasing power. 

Senator O’Manonry. Yes, sir. Now the table that you have on 
page 9, the components of the Consumer Price Index, is I think rather 
interesting in connection with any formulation of any opinion on the 
wage problem. 

In 1951 you list among the components of the Consumer Price Index 
food, apparel, housing, which includes rent, gas:and electricity, fuels, 
house furnishings, household operations, transportation, both private 
and public, medical care, personal care, reading and recreation and 
then other. 

Now, many of these items that are now accepted as necessary com- 
ponents of the Consumer Price Index were not enjoyed 20 or 25 or 40 
years ago by most of the workers; would you not agree with that 
statement ? 

« Mr. Ruectrs. Very definitely, sir. 

« Senator O’Manoney. So that when we are increasing the purchas- 
ing power of the masses of the people to equip their homes with house 
furnishings, with gas and electricity, electrical devices of all kinds, 
with fuels that are convenient to handle, we are raising the standard 
of living, and that is a condition which certainly could be wished for. 

Mr. Ruaates. Certainly. 

Senator O’Msanonzy. We have not reached the limit yet,.have we ? 

Mr. Rucexes. L would certainly hope not. 

Senator O’Manoney. Housing is really far down the line? 

Mr. Rueetes. That is right. 

Senator O’Manoney. That brings up another question with respect 
to administered prices. 

Do you wish the committee to understand that. administered prices 
do not include any element of monopolistic practice ? 

. Mr. Rueeixs. This depends on your definition of administered 
prices. 

If we go back to the definition—— 

Senator O’Manoney. Let’s get your definition of administered 
rices. 
. Mr. Rueetes. I, sir, did not suggest or invent the term. I do not 
feel free therefore to make a definition different than the ones that the 
authorities and other people conducting this hearing have made. 

I believe Mr. Means indicated that an administered price is a price 
set by someone, usually a producer or seller, and kept constant for a 
period of time for a series of transactions. 10 8 

This would apply to both competitive and monopolizations. 

-’ Doctors, transportation, public transportation, most of the things, 
rent, newspapers, everything else are of course in this category, in- 
eluding professors’ salaries and Senators’ salaries. 

Senator O’Manoney. You accept that, do you? 

Mr. Rucerxs. I sometimes wish I had more power to administer 
than write, but I do not consider I have monopoly power here. 
~ Senator O’Manoney. I wonder whether professors’ salaries really 
come into that category. Certainly the professors that I have known 
most intimately and have talked with have not had any part whatso- 
ever in fixing the price of their services. 

Mr. Rueates. The definition, sir, does not say that. 

It says “a price set by someone, usually the producer” but not neces- 
sarily always the producer or seller “and kept constant.” 





ADMINISTERED PRICES 157 


Now mine has been kept constant for a period of time, for a series 
of transactions, I assure you, and for this reason this definition of ad- 
ministered prices is fairly all-inclusive. 

Now it is true that monopolists have administered prices, but so do 
many nonmonopolists. 

Mr. Buatr. You will recall, Dr. Ruggles, that Dr. Means yesterday 
interpolated into his remarks a reference to the fact that in concen- 
trated industries prices tend to be subject to less frequent change than 
in less concentrated fields, because of the greater power of the seller 
to operate in the wide area of discretion in which he can set his price. 

Mr. Rucetes. I recall that, but I also recall his example about his 
own business which was the sale of wool blankets, which was not a 
monopoly, in which he indicated he held the same price I believe, was 
it not, for a considerable period of time, 5 years, 

Mr. Buarr. I think you will find he referred to that as a specialty 
product, and he regarded himself as a monopolist. 

Mr. Rucetes. I see. 

Senator O’Manoney. I was going to remark to you that in my 
opinion professors and their salaries belong more in the category of 
the farmer and his price than they do in the category of the admin- 
istered price problem which this committee is studying. You nod 
smilingly in the affirmative ? 

Mr. Ruceres. I would agree, but I was merely trying to interpret 
the definition. The definition I find covers a multitude of cases. 
Senator O’Manoney. But you have not made a definition for your- 
self ? 

Mr. Rueawes. No, sir, I have not. 

Senator O’Manoney. I don’t recall whether you answered my ques- 
tion as to whether in your opinion the monopoly’s particular factor is 
excluded from the definition of administered price ? 

Mr. Ruaetes. No, sir. In my opinion, and this definition together, 
monopolies do have administered price. 

Senator O’Manonry. From your studies, to what extent does mo- 
nopolistic activity operate in the field of administered price? Is it 
minor, major, or medium ? 

Mr. Rueetes. I am not a monopoly expert. My concern has been 
mainly with price behavior in the economy asa whole. 

I have not felt that monopoly is a major element in this, but this 
does not exclude the possibility, and in fact even in some instances a 
high probability that monopoly profits are being earned and that 
monopolies are not acting in the public interest, but I have no evidence 
on this. I have not worked in this area. I have worked in other areas, 
and I think for answering questions of this sort I would prefer that 
you would call on someone who was well acquainted with this field. 

Senator O’Manoney. How about the comparison that you may have 
made between the free market and the administered price market? 
Have you done any investigating on that phase of that problem? 

Mr. Ruecres. This I take it would be between some portions of 
agriculture and the rest of the economy. I am not an agricultural 
economist, either. I do feel, as I have stated in this paper, that the 
situation with agriculture is that you get a change in the level of 
demand, and price response accordingly. This has also caused prob- 
lems for our economy, problems for equity and justice. 

95009—57—pt. 1——11 
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Now I don’t know what the solution is along these lines. 

Senator O’Manonry. Thank you, Mr. Chairman. 

Senator Keravver. Thank you, Senator O’Mahoney. 

Mr. Cuumepris. Mr. Chairman, I have a number of questions. 

Senator Keravver. All right. 

Mr. Cxumpris. Dr. Ruggles, I would like to ask you several ques- 
tions that Senator Dirksen propounded to Dr. Means yesterday. One 
of them: What are the manufacturing industries that do not have ad- 
ministered prices ? 

Mr. Rueeres. I would maintain, sir, all manufacturing has adminis- 
tered prices, if you follow Dr. Means’ definition. 

Mr. Cuumertis. You in your definition disagree with 

Mr. Rueetes. I have no definition. 

Mr. Cuumpris. Then in your discussion earlier you made a distinc- 
tion that in some of the instances there may be administered prices, 
and in other, market prices. Am I correct? 

Mr. Ruceres. I do not recall my doing that. Could you be more 
specific ? 

Mr. Cuumpris. You referred for instance to chemicals, automotive 
industry, referring to some of the items in I think one of the previous 
statements, that owe may be administered prices. 

Mr. Rucerrs. I do not recall that, sir, and if it could be pointed 
out from the record or anything, I would appreciate it, but I don’t 
remember even discussing chemicals. I know very little about 
chemicals. 

Mr. Cuumpris. Let me go one point further. For instance, we are 
talking about the automotive industry as an administered-price field. 

Mr. Rucates. It is administered price in the same sense that other 
industries, all industries almost are administered price. 

Mr. Cuvumpris. Would you say that when the automotive industry 
reaches the retail level, competitiveness m: vy enter into it where mar ket 
price may prevail 

Mr. Rucaxes. I do not consider that there is any contradiction be- 
tween competitiveness, I believe Dr. Means referred to it as practical 
competitiveness, and administered price. They can exist side by side. 

Mr. Cuumeris. Earlier you made several references to the fact that 
it is political. When you refer to the word “political,” do you have 
any special connotation? I am specifically referring to the questions 
that Senator W iley propounded to you, and you si aid, “Senator, that 
is political.” Would you say “political” would have a connotation of 
economic philosophy or political philosophy ? 

Mr. Rucetes. I would say political philosophy, and a question of 
what is ethically fair or unfair. 

Mr. Cxuumpris. Then for clarification in the record, the term 
“monopoly” has been used here, and I think just recently you referred 
tomonopoly. Were you referring there to monopoly such as franchise 
for streetcars : ey utilities? 

Mr. Rvaerrs. That is right. They are mantional monopolies for 
which we parry franchise, utilities. 

Mr. Cuumprts. And not monopoly in the sense that many times it 
refers to an industry where maybe five or six are the giants? 

Mr. Ruacrrs. They are not unregulated monopolies ; they are reg- 
ulated monopolies. 
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Mr. Cuumeris. That w ould also bring a clarification of the term 
“monopoly,” and what is monopolistic; ‘both those terms have been 
used by some of the previous witnesses. 

Mr. Rucates. Yes. 

Mr. CHUMBRIS. They say, well, it may not be a monopoly, but it may 
be monopolistic. Have you anything to say on those two particular 
terms ? 

Mr. Rueeies. Nothing in particular, more than has been said. 

Mr. Cuumeris. There was one other reference here which Senator 
Dirksen requested of Dr. Means, and I will read the question or his 
statement. He said: 

Do you subscribe to the statement that our very distinguished chairman made 
in his press release on March 11, where he said— 
and this is the quoted provision— 

Much of the present inflationary spiral appears to arise from price increases 
in administered price industries? 

Dr. Means’ answer was: 

Yes, I believe so. 

Do you agree or disagree with Dr. Means’ answer, and also. with the 
statement in the press release ? 

Mr. Rucetes. I would like to emphasize two things. Insofar as ad- 
ministered price industries are not agriculture, this statement is cor- 
rect. Agricultural prices have gone ‘down, and if all other prices in 
the economy are administered, then administered prices are responsible 
for it. However, I would like to make clear that this definition of 
administered price includes rent, utilities, many areas that have noth- 
ing to do with monopoly as is conceived of in the normal terms, I do 
not feel that administered prices have caused it in the sense that prices 
have been raised more than cost. As I have stated in my paper and 
in my conclusions, I feel that the price rise is due to wages going up 
faster than our productivity has increased, and that this is a failure 
on the part of our productiv ity increase, and that in this sense if wages 
are administered price, and other prices are administered price, all we 
are saying is that prices that have gone up are nonagricultural prices, 
| would agree. 

Mr. Cuumpris. In essence your answer would be the quotation on 
page 7 that was read to you just recently by Senator O’Mahoney, where 
it Says: 

Irrespective of the merits of this last view, it is not possible to maintain, in 
view of the statistical evidence that administered prices have been primarily 
responsible for the infiationary spiral. 

Mr. Ruaetes. Yes, I would say that. 

Senator O’Manoney..Mr. Chairman, in view of this recent testi- 
money and the statement of the witness on page 19 of his prepared 
paper, which I quote— 

What price stability we have had therefore has been largely at the farmer’s 

expense. He has faced rising industrial prices with falling income— 
[ would like to have inserted in the record at this point an article from 
the New York Times of July 10, which I inserted in the Congressional 
Record yesterday, dealing with the declining position of the farmer 
in a broad section of this country. 
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This article in the New York Times is entitled, “Farm Income off in 
Missouri Basin; Federal Aid Cites a Severe Drop in 10-State Area— 
Industry Seen Lagging.” 

The story begins with this sentence. It comes from Worland, Wyo., 
under date of July 9: <P 


The 10 States of the Missouri River Basin are suffering a continued, rapid 
decline in number of farms and farm population and a very severe drop in total 
and per capita farm income. 


I ask that that be made a part of the record. 

Senator Kerauver. Without objection it will be made a part of the 
record at this point. 
(The article referred to is as follows:) 


Farm INCOME OFF IN Missourt BasiIn—FerpeRAL Alp Crres A SEVERE Drop 
IN 10-STate AREA—INDUSTRY SEEN LAGGING 


(By Donald Janson) 


WoRLAND, Wyo., July 9.—The 10 States of the Missouri River Basin are suf- 
fering a continued, rapid decline in number of farms and farm population and a 
very severe drop in total and per capita farm income. 

This gloomy assessment of the area’s agricultural economy was made today 
by Kenneth M. Kingsburg, regional economist for the United States Department 
of Labor. 

In 1950, he said, a quarter of the basin’s population lived on farms and had 19 
percent of the region’s income. 

“Today the 20 percent still on farms have only 12 percent of the total personal 
income in the 10 States,” he said. 

Mr. Kingsbury pointed out that the trend had ‘‘a more seriously deteriorating 
influence” in the basin than it would have in other areas, because of the region’s 
dependence on an agricultural economy. 

He said the rate of loss in farm population was exceeding that of the coun- 
try as a whole, with the rate of decline in farm income in the basin even higher. 


INDUSTRIALIZATION LAGS 


He reported that industrialization in the 10 States had been inadequate to 
absorb farm unemployment. 

Only Colorado, he said, has added enough nonfarm jobs since 1950 to take up 
the slack. North Dakota has lagged the most, absorbing only 35 percent of its 
displaced farmers. 

The other Missouri River Basin States are South Dakota, Nebraska, Kansas, 
Wyoming, Montana, Minnesota, Iowa, and Missouri. 

Mr. Kingsbury said more than a million residents moved out of the basin be- 
tween 1940 and 1950 and that departures were continuing, although more slow- 
ly. The basin States had a population growth of 5 percent for 1940—50, about a 
third of the national rate. 

“The farm income decline has been the one dominant factor,” he asserted, 
“that has prevented overall economic gains in the basin equal to the Nation.” 


DROUGHT A FACTOR 


He said the recent extended drought in the plains had sped the slide. Farm 
income in Kansas and Nebraska, for example, fell by more than half between 
1950 and 1955 compared with a 10 percent national dip. 

Mr. Kingsbury said the shrinking farm population meant that the region was 
approaching the time when as much manpower would be needed in factories as 
on the land. hi 

He held out hope that advances in irrigation, flood control, navigation, and 
power faci.ities would be sufficient to improve the region’s economy. 

The analyst addressed the Missouri Basin Inter-Agency Committee, a group 
representing the governors of the 10 States and 7 Federal agencies concerned 
with economy of the region. 


Senator Keravver. I want to get two a clear if I can, Dr. 
Ruggles, before we finish here. You said, Dr. Ruggles, that you had 
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not made a study of any particular industry, and could not testify 
about any particular industry. 

Mr. Rucerxs. That is correct. 

Senator O’Manoney. On page 8 of your statement, in the middle 
of the page, you said: 

Fuel rose almost 20 percent, and it is especially interesting to note that over 
half of this increase has taken place in the last year, reflecting of course the 
impact of Suez on the fuel oil price. 

I wouldn’t want your statement to be interpreted, since you haven’t 
made a study of the industry —— 

Mr. Rueetes. Quite right, sir. 

Senator Krrauver. I wouldn’t want it to be interpreted to mean 
that the Suez crisis was responsible for the increase by Humble Oil, 
which set forth a chain reaction of a 1 cent increase in the cost of 
gasoline. Of course, the record in the hearing held by Senator 
O’Mahoney, as he can state much more clearly than I, shows that this 
was not required by a profit motive, that as a matter of fact there was 
no shortage of oil or petroleum in the United States as of that time, 
or any profit need that would have justified this increase in the cost 
of oil. 

Mr. Rvucetxs. Incidentally, sir, this is precisely why I would like 
individual investigation undertaken, because it is not possible to in- 
terpret from these figures just what the underlying conditions are. 

Senator Krrauver. Your phrase, “The impact of Suez on the fuel 
oil price,” might lead to the wrong conclusion. 

Mr. Rucetes. Yes, I am sorry. What I merely meant was the in- 
crease indemand. _ 


Senator Krravuver. The other point I think that should be clarified, 
which has been suggested by George Arnold, who is the very able ad- 
ministrative assistant to Senator Neely, a distinguished member of 
this committee, referring to the bottom of page 8 of your statement— 


The price of coal has risen only 3 percent from 1951 to early 1956, but rose about 
10 percent in the last year. 


Mr. Arnold, you have some figures on the increase in productivity 
per manhour of miners in the coal industry over this period of time. 
You will repeat for the record what those figures are. 

Mr. Arnorp. Senator, I did want the record to show that in 1949 
the net tons produced per man per year was approximately 1,000 tons. 
In 1954 the net tons produced per man per year had increased to 
1,586. 

Of course, I would like the record to show that at least in the coal 
industry I do not think the argument can be made that labor itself 
was responsible for an inflationary impact. Asa matter of fact, under 
these figures labor has still not got its justifiable increase to take care 
of its increased productivity. 

Senator Keravuver. So the point you make on your figures is that 
the productivity percentagewise has increased more than the wage 
increases during that period ? 

Mr. Arnotp. While the productivity has increased over 50 percent 
since 1956, there has only been a 10 percent increase in the price. It 
follows that you cannot argue that the effect of any wage increase was 
to promote inflation, because actually wages have not caught up with 
labor’s productivity increase. 
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Senator Kerauver. Wouldn’t that actually be the price increase in 
the period Dr. Ruggles is talking about, from 1951 through the end of 
1956, actually an increase of 13 percent, 3 percent for 1951 to 1956, and 
then 10 percent in 1956 ? 

Mr. Arnoxp. That is correct. 

Senator Keravuver. I am glad to have that clarified. 

Mr. Dixon. 

Mr. Dixon. Mr. Chairman, I just want to make a comment with 
reference to the word “monopoly.” I think it may be well to read 
into the record at this time just one sentence from the Supreme Court’s 
recent decision in the DuPont-General Motors case that we have 
been hearing so much about. 

This one sentence appears : 

A monopoly involves the power to exclude competition when the monopoly 
desires to do so. 

The word “monopoly” does not exclusively belong to the law or to 
any other field, but is ordinarily thought of in the legal field. I 
call your attention, Mr. Chairman, to the word “competition” there, 
and I think that all of our laws have been predicated upon the hope or 
upon the desire that industry compete, because that apparently has 
been the secret of America. I would only like to ask Dr. Ruggles this 
one question: Dr. Ruggles, you disqualified yourself in your first para- 
graph of having any knowledge of any particular industry but I 
would like to know whether you hold to the proposition that it is 
necessary that our laws be so designated that we have competition in 
our great industries. Do you agree with that, sir? 

Mr. Rueeres. You put me in a difficult position, because certainly 
in the industries that are regulated such as electric power, public 
utilities, railroad transportation, I do not think competition is a good 
idea. 

Mr. Drxon. By all means they must be excluded. 

Mr. Rueates. I would not say that we should go to the extent that 
where competition is an uneconomic form of organization we should 
not necessarily have it. 

However, if we have monopoly, we should certainly make such that 
the interests of the monopolies cannot pervert the public good. 

Mr. Dixon. I still don’t understand. If I took an industry such as 
steel, certainly you as an economist would not dispute that the steel 
increase affects American lives. Would you hold to the proposition 
that we should have competition in the steel industry ? 

Mr. Rueatks. I have not investigated the steel industry, as I have 
indicated, enough to know. 

Mr. Drxon. Answer the question generally. Would you hold to 
the proposition 

Mr. Rueetes. For all industry in Amer 2a, including public utili- 
ties, I do not believe we should have competition. 

Mr. Drxon. Public utilities, sir, are regulated. 

Mr. Rucetes. That iscorrect. In all nonregulated industry I think 
we should have competition. 

Senator Kerauver. All right, we stand in recess until next Tuesday 
morning, at 9:30, at which time the well-known economist, Dr. Moore, 
will testify. 

(Whereupon at 11:30 a. m. the above hearing was adjourned until 
Tuesday, July 16, 1957, at 9:30 a. m.) 
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TUESDAY, JULY 16, 1957 


Unirep States SENATE, 
SUBCOMMITTEE ON ANTITRUST AND Monopoity 
OF THE COMMITTEE ON THE JUDICIARY, 
Washington, D. C. 

The subcommittee met, pursuant to recess, at 9:30 a. m., in the 
caucus room, 318 Senate Office Building, Senator Estes Kefauver 
presiding. 

Present: Senator Keufauver (chairman) presiding. 

Also present: Paul Rand Dixon, counsel and staff Sie Dr. John 
M. Blair, chief economist; Peter Chumbris, counsel for minority; 
Carlile Bolton-Smith, counsel to Senator Wiley, and George Arnold, 
administrative assistant to Senator Neely. 

Senator Kerauver. The committee will come to order. Our witness 
today is Dr. John R. Moore, of the University of Tennessee, in which 
the chairman has a special interest. It is one of our great southern 
universities. 

Dr. Moore is the last of the economists to appear at this initial stage 
of the inquiry. Like each of the four economists who have preceded 
him, Dr. Moore has specialized in this matter of administered prices. 

At this time I want to state that two other economists who have 
specialized on this subject were invited to testify, but because of other 
commitments neither could appear. They are Dr. Willard Thorp and 
Dr. Alfred C. Neal. Also, an attempt was made to invite Dr. Edward 
S. Mason, but he was out of the country. 

Dr. Moore is associate professor of economics at the University of 
Tennessee. He is coauthor with Dr. Lester S. Levy of an article, 
Price Flexibility and Industrial Concentration, appearing in the April 
1955 issue of the Southern Economic Journal. That is an interesting 
and constructive article and without objection it will be printed in 
the record following Dr. Moore’s testimony. 

I might add that, to our knowledge, this article, together with arti- 
cles by Dr. Ruggles and Dr. Galbraith, who have already been heard, 
and articles by Dr. Blair, our chief economist, constitute the only eco- 
nomic writings on this subject to appear since the end of World War IT. 

I say this to make it clear that we have tried to bring before the 
subcommittee as many of the economists as possible, regardless of their 
point of view, who have specialized in this area. 

Dr. Moore, we are glad to have you here. As I understand it, you 
are at the present time a visiting professor at Cornell, in addition to 
being a regular associate professor at the University of Tennessee? 

Mr. Moore. That’s right, sir. 
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Senator Kerauver. You have a statement. Will you present it in 
your own way? Any parts that you omit will be printed as if read. 

Mr. Cuumeris. Senator, I might point out that it is just by mere 
coincidence that both Yale University and the University of Ten- 
nessee are represented by economists. 

Senator Krravver. It shows that they are keeping right up with 
things, Mr. Chumbris, and it is just by coincidence. There is nothing 
premeditated about it. 
Allright, Dr. Moore. 


STATEMENT OF JOHN R. MOORE, ASSOCIATE PROFESSOR OF 
ECONOMICS, UNIVERSITY OF TENNESSEE 


Mr. Moorr. My name is John R. Moore. My regular position is 
associate professor of economics at the University of Tennessee. At 
present I am visiting associate professor at C ornel] University. 

Revival of interest in the subject of administered prices is, of course, 
the result of developments in the last 3 years or so. Interestingly, the 
developments giving rise to the rekindled interest in the area are pre- 
cisely the reverse of those which first attracted attention to the prob- 
lem—inflation rather than deflation. 

A continued decline in the value of money under a regime of tight 
money and at least token budgetary surplus leads to a reexamination 
of policies to combat inflation. On the one hand some argue that the 
traditional controls have not been applied with sufficient vigor, while 
others say that the inflation is not of the classic type and look to causes 
other than excessive monetary demand to explain the situation. 

It is clearly important that we do understand the nature of current 
developments, for in the absence of such an understanding it is im- 
possible to suggest appropriate remedies. As I understand it, this 
committee has as its purpose both to investigate the nature of admin- 
istered-price behavior and to formulate public policy. This latter 
function is inevitably performed even if no new legislation is recom- 
mended and the status quo maintained. 

Let me begin by observing that the term “administered prices” may 
mean different things to different people. In his testimony before this 
committee, Gardiner Means defined the term he coined as follows: 

An administered price is a price set by someone, usually a producer or seller, 
and kept constant for a period of time and for a series of transactions. 

Now there are at least these two possibilities here. I believe that 
Means would say that a price is administered if it does not change 
with a change in one of the demand or supply determinants such as a 
fall in demand or an increase in costs, Others have called this price 
flexibility. 

Some would say that prices are administered if all the sellers in an 
industry sell at exactly the same price. But this is a different matter. 
Of course this situation would exist under purely competitive condi- 
tions and might best be called competitive price identity. When it 
occurs in a concentrated industry it is price leadership, and it is best 
that we reserve that term to describe the situation. 

Incidentally there is a possibility which I didn’t indicate in this 
statement, and that is that prices may be constant or identical to a 
seller because of a basic point pricing system. This once again, of 
course, can only be the case if the industry is somewhat concentrated. 
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Unfortunately we know considerably more about price identity both 
In competitive and concentrated industries than we do about price 
flexibility in these industries. The intriguing question to which this 
investigation may provide an answer is thi : Does price flexibility go 
along with competitive price identity and price inflexibility accom- 
pany price leadership in concentrated industries? 

I shall not specifically attempt to answer this question, but will con- 
fine my remarks to administered prices as the term is used to denote 
price flexibility. 

Just as the term administered prices may be given more than one 
meaning, so a study of price flexibility will suggest many things to 
many observers. Richard Ruggles has suggested that there are three 
distinct topics embraced by the term : 

1. The effect of flexibility on the level of economic activity. 

2. The effect of flexibility on the allocation of resources in the long 
run. 

3. The differential response of prices in various economic sectors 
over the cycle.’ 

Any of these topics can be approached either from the standpoint of 
inflation or depression and can involve a statistical, theoretical, or, 
in some circumstances, a case-study approach. Our interest is in the 
first and last of these topics. The approach will be to: 

I. Outline what economic theory can tell us about the differential re- 
sponse of prices in various sectors. 

II. Draw some conclusions about. price flexibility and concentra- 
tion in the downswing. 

III. Make some tentative suggestions about the problem of flexibili- 
ty in periods of high-level economic activity. 


I. 




























My initial interest in the question of administered prices grew out 
of a realization one day that I was teaching my undergraduate stu- 
dents that price inflexibility and industrial concentration were cor- 
related, but on further reading in the more advanced literature, it ap- 
peared that the existence of such correlation was in doubt. 

That prices are more flexible under competitive conditions than 
under monopoly is commonly expounded in the undergraduate class- 
room and in texts in elementary economics. A few examples from 
the text literature will illustrate this: 

Bruce W. Knight and Lawrence G. Hines in Economics state: 

* * * the continual fluctuation of individual prices in response to changes in 
demand or supply which would occur under free competition is suppressed when 
an industry has a very small number of firms, a price leader, an open price sys- 
tem * * ** 

According to William A. Koivisto in Principles and Problems of 
Modern Economics. 


We have seen that price rigidities in the economy result in output changing 
more than price on the downswing. Making our economy more competitive and 
























1 Richard Ruggles, The Nature of Price Flexibility and the Determinants of Relative 
Price Changes in the Economy, in National Bureau of Economic Research, Business Con- 
centration and Price Policy, pp. 441-442. 

2Bruce W. Knight and Lawrence G. Hines, Economics (New York: Knopf, 1952), 
p. 446. 
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eliminating all price controls and restrictions would serve to correct this 
tendency.’ 


And Theodore Morgan in his Introduction to Economics says: 


Any of these four pricing policies—explicit or tacit agreement for restricting 
competition, price rigidity, price oscillations reflecting pricng polcies, and price 
warfare—are signs that some degree of monopoly exists in the selling market.‘ 

Others who state or imply similar propositions are Paul Samuelson ° 
and ©. Lowell Harriss. Of course these statements agree with the 
early statements of Means’ and the more recent arguments of John 
Blair.® 

But in the intermediate period—from 1940 until 1954—the weight 
of evidence brought to bear on the problem by Willard Thorp, Alfred 
Neal, and Ruggles would seem to contradict the text authors. Blair 
quotes Thorp as saying on page 57 of TNEC monograph 27: 

The highness or the lowness of the concentration ratios of products does not 


appear to have any measurable relation to the decreases in average realized price 
experienced between 1929 and 1933. 


Neal concludes his analysis with the remark : 

Neither price change nor production change, however, is to be explained by 
concentration.® 

The Ruggles conclusion is similar : 


The major patterns of price behavior in the economy can be adequately ex- 
plained in terms of factors other than industrial concentration.” 

Clearly these divergent points of view require closer examination. 

ars adopted by Dr. Lester Levy and myself in an article 
in the Southern Economic Journal was to examine the problem initi- 


ally in purely theoretical terms." Let me state the conclusion before 


outlining the analysis: Either the conclusion that price flexibility 
is not associated with concentration or the conclusion that price flexi- 
bility is associated with concentration is compatible with contemporary 
price theory. 

However, the conclusion that the flexibility of prices is not depend- 
ent on competitive structure requires a set of restrictive, and, from the 
real world point of view, somewhat unlikely assumptions. 

It is desirable to begin with as precise a definition of price flexibility 
as possible. As in many such matters of definition it is easier to state 
what we do not mean than what we do mean. 

(1) Some have defined the phenomenon in terms of the frequency 
and magnitude of price changes. I believe that is Dr. Mean’s defini- 
tion. This is unsatisfactory because it fails to relate price changes to 


8 wane 2 Koivisto, Principles and Problems of Modern Economics (New York: Wiley, 
1957), p. 339. 

* Theodore Morgan, Introduction to Economics (New York: Prentice-Hall, 1956), p. 210. 

5 Paul A. Samuelson, Economics (2d edition) (New York: McGraw-Hill, 1951), pp. 
510-515. 

®C. Lowell Harriss, The American Economy (Homewood ; Irwin, 1953), pp. 513-515. 

™Gardiner C. Means, Industrial Prices and Their Relative Inflexibility (Washington : 
Government Printing Office, 1935): and National Resources Committee, The Structure 
of the American Economy (Washington: Government Printing Office, 1939), pt. I, ch. 
VIII, pp. 122-152. 

8John M. Blair, Economic Concentration and Depression Price Rigidity, American 
Economic Review, May 1955, pp. 566-582; John M. Blair, Means, Thorp, and Neal on 
Price Inflexibility, Review of Economics and Statistics, November 1956, pp. 427-435. 

® Alfred C. Neal, Industrial Concentration and Price Flexibility (Washington: American 
Council on Public Affairs, 1942), p. 165. 

10 Ruggles, op. cit., p. 488. 

11 Lester S. Levy and John R. Moore, Price Flexibility and Industrial Concentration, 
Southern Economic Journal, April 1955, pp. 435-440. 
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other relevant economic variables whose behavior may vary from com- 
modity to commodity, and/or from time to time for the same com- 
modity. For example, if the price of product A and the price of prod- 

uct B fell by the same percentage between 1929 and 1933, this does not 
necesarily mean that prices are of equal flexibility, since the costs of 
producing A and B may have fallen by different percentages. 

(2) But even if the price of a commodity should change by the 
same percentage as its costs—or by the same absolute amount—the 
conclusion that this was a flexible price might also be quite inappro- 
priate if the cost variation was under the ‘influence of monopoly in 
the product market and/or monopoly or monopsony in the market 
for labor and raw materials. One might object that the cause of the 
variation in cost should have nothing to do with the question of 
whether or not the price is flexible. “However, if monopoly in the 
sale of the product makes possible wage rigidity, it would not be 
correct to refer to a price which varies with minor changes in costs 
as flexible. Price flexibility and price change are not synonymous 
terms. This point is basic and will be taken up again later. 

Dr. Levy and I would prefer to define the phenomenon as the re- 
sponsiveness of price to changes in cost and demand when these two 
variables have changed as they would under purely competitive con- 
ditions. 

Here is a standard which does not make price flexibility correspond 
to mere price changes or to other factors which themselves may be 
inflexible. Many would argue that pure competition is a useless 
standard for antitrust policy, and the definition suggested is certainly 
of limited value for statistical purposes, but it can serve as a basis 
for a theoretical examination of the price flexibility issue. 

It is possible to establish, theoretically, a situation under which 
shifts in costs and demand result in the same degree of price flexibility 
regardless of the competitive structure. This demonstration requires 
an exhaustive set of restrictive assumptions about the shape and move- 
ment of the demand and cost curves. Unfortunately, it is difficult to 
put this technical point into simple terms. Perhaps this will do, 
however : If we are to show a situation in which prices in concentrated 
industries move by the same percentage as prices in competitive indus- 
tries, it is necessary that the responsiveness of quantity to price 
changes on the demand side be constant and that the responsiveness 
also be constant on the supply side. 

Furthermore, if demand or cost changes, responsiveness must not 
change. This amounts to saying that in a certain type of diagram 
(one with log-log scales), the demand line and the supply line must 
be straight and if either line moves to the left or right it must remain 
parallel. The point is fully developed in our article mentioned 
previously. 

It would be dangerous to leave the argument at this point having 
shown, from a theoretical point of view, that price flexibility as de- 
fined is compatible with concentration or lack of concentration. 

Our assumption in a sense circumvent the problem of price flexi- 
bility. They may be questioned when dealing with the real world, 
and on this basis one can demonstrate the difference in flexibility 
under competition and concentration. In other words, the same 
theory with less restrictive assumptions will yield very different con- 
clusions. Here are some of the possibilities: 
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(1) It seems quite unrealistic to assume a supply curve along which 
responsiveness is constant. Rugeles, for example, points out that one 
which is sharply rising at high outputs characterizes the extractive 
industries such as agriculture and petroleum. Under such cireum- 
stances it can be shown that with a fall in demand the price under 
competition would fall by a greater percentage than if concentration 
prevailed. 

(2) It is also unrealistic to assume that the responsiveness of 
ee demanded to a change in price would remain constant in the 

ace of a decline or increase in demand. If constancy does prevail 
it is bound to be fortuitous. In order to determine whether prices 
under competition are more or less flexible than prices under monopoly 
with a fall in demand, it is necessary to know how people will react. 
If buyers postpone many expenditures regardless of price, once again 
prices will be more flexible under competitive conditions. If the buy- 
ing public becomes “bargain conscious” price will be more flexible 
under conditions of concentration. 

Other possibilities could be cited. 

Now let me summarize what has been said up to this point. We are 
seeking an answer to the question: “What is responsible for inflexible 
prices?” Only under a rigid set of assumptions is it theoretically valid 
to say that industrial concentration plays little or no causal role in 
determining the flexibility of prices. By removing these rigid as- 
sumptions we can offer a more general case, one where the degree of 
“monopoly” substantially affects the degree of price flexibility. 


IL. 


Now we turn to the type of price behavior we have in the past 
experienced in the downswing, and the pattern we might expect in any 
future period of declining economic activity. Although examination 
of this problem is not the immediate concern of this investigation, it 
is of more than academic interest. While I would be the last to sub- 
scribe to the “gravity” explanation of business fluctuation—that what- 
ever goes up must come down—lI would also hesitate to argue that we 
have suffiicent knowledge about our economy to continuously maintain 
high level stability. The setbacks experienced by monetary policy in 
the last few years should put us on our guard against smugness con- 
cerning our mechanisms of control. 

Having established the point that under the most likely conditions 
there will be a difference in flexibility between concentrated and com- 
petitive industries, it remains for us to indicate the type of relationship 
to be expected. Are prices under competition more or less flexible? 
We could seek an answer to this question in a further examination of 
the basic assumptions of the analysis, but this would be difficult and 
largely a matter of guesswork. A better procedure is to move on to 
the question of statistical varification. 

From the Thorp, Neal, and Ruggles quotes earlier it would seem 
that the statisticians argue that there is no support for the position 
which holds there is greater price flexibility under competition. Yet 
in rereading these arguments it is difficult to see how such sweeping 
conclusions can be drawn from the material presented. 

Neal, for example, in the portion of his work most often quoted finds 
that differential price changes are accounted for by differential cost 
changes. But healso says: 
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* * * concentration did have a small but significant influence upon the decline 
in the difference between unit price and unit direct cost—the overhead-plus- 
profit margin. This margin tended to decline least where concentration was 
high ; most where it was low.!” 

Unfortunately this conclusion seems to have received little attention. 
Furthermore, if I understand these two conclusions correctly, the lat- 
ter would appear to contradict the former. Neal finds that price 
falls by as much as direct cost in absolute amount regardless of the com- 
petitive structure, yet he also finds that margins between direct cost 
and price vary according to competitive structure. If the latter con- 
clusion is the correct one, the original Means thesis on this matter is 
supported. 

Turning now to Ruggles, it is surprising to find his conclusion so 
strongly stated in view of the admitted shortcomings and limitations 
of his data and method, and also in view of some of his own analysis. 
Kermit Gordon has pointed out in comments which were made at the 
time Ruggles’ paper was presented : 

* * * it appears to be logically necessary to invoke considerations of market 
organization to explain the behavior of agricultural prices. 


A similar point relates to Ruggles’ treatment of price behavior in the minerals 
industries.” 


Fitting the implications of Neal and Ruggles into a theoretical 
model requires that we adopt the nonrestrictive assumptions mentioned 
above as seeming most realistic and would lead us to believe that 
flexibility is most likely to go along with competition. 

My personal opinion is thi at in the downswi ing competitive structure 
does play a role in determining the degree of price flexibility. This 
opinion is perhaps largely intuitive, but it is also supported by— 


(1) Economie theory as expounded here; 

(2) The Means and Blair statistical work: 

(3) At least a portion of the Neal and Ruggles’ statistical 
material; and 

(4) Commonsense. 

To push further on this, it seems to me that the definition of price 
flexibility adopted by Neal and Ruggles biases these results in the 
direction of overstating the flexibility, under “inonopoly.” A rough 
caleulation I have made for 20 major industries seems to indicate, for 
example, that labor costs are most flexible in the face of declining de- 
mand when concentration ratios are low. 

That is, the more competitive the industry, the greater the decline 
in labor cost during the great depression. In concentrated industries, 
then, price may change by as much as labor cost with a decline in de- 
mand, but labor cost itself may not change by as much as labor costs 
in less concentrated industries. This raises serious questions about 
the validity of any measure of flexibility which is related to cost 
change. 

Ww hy do wages seem to be more flexible in a downward direction 
under competition ? Perhaps concentration in production leads to 
nationwide unionization, collective bargaining, and long-run contracts. 
Perhaps in the concentrated industries ‘the existence of a more substan- 
tial margin above direct costs means that management is less con- 
cerned about driving a hard bargain with labor. I do not pretend to 
be an expert in the labor-economics field, but I do feel this is a problem 


12 Neal, op. cit., p. 166. 
18 Kermit Gordon in Nat. Bur. of Econ. Res., op. cit., p. 497. 
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which deserves careful attention. Also we need to investigate the 
role of vertical integration in the determination of materials prices 
for the concentrated industries. 


ITT. 





Turning now to the question of administered prices in a period of 
rising demand, I must admit that my opinions are based on limited 
study and investigation. Since this is a relatively new area of inquiry, 
the same thing is probably true of most others in the field. It seems 
to me, however, that the most important impact this investigation may 
have in the long run will be as a stimulus to research in a problem 
which has heretofore received scant attention. 

~ Prior to the 1930’s, a not uncommon attitude was the self-contradic- 
tory notion that there could be no depressions and that those which did 
occur would be of short duration and not too severe. As long as that 
attitude persisted, no real progress could be made in analyzing the 
problem or in suggesting remedies. One suspects that perhaps the 
same situation in part exists today. 

It would seem that while some urge that American industries are 
f not concentrated, they at the same time argue that concentration is 
inevitable and that it brings with it the positive benefits of mass- 
production economies. Assured that concentration is no problem on 
the one hand, and convinced of the development of a new type of 
business and labor statesmanship on the other hand, we have directed 
much of our attention to other problem areas. 

Now we find it reported that from 1947 to 1954 the share of the 
largest 200 manufacturing firms in value added by manufacturing 
has increased from 30 to 37 percent. Also, we find that the new 
statesmanship simply means that it is easier to explain a wage and 
price increase to a Senate committee than to explain a policy of hold- 
ing the line to a union and to the rank and file. Clearly, here is a 
wide open field for fresh research. We need not fear the truth, but 
we must find it. 

I am sure the first to agree on this would be the manufacturers of 
heavy capital equipment who have found they have everything to 
gain and nothing to lose from the Keynesian and post-Keynesian de- 
velopments in the field of employment theory. So it will be as we 
investigate economic concentration and its consequence. 

Administered prices would present no problems in the upswing or 
downswing if all prices were administered and always changed te- 
gether and to the same degree. Unfortunately this is not the case, as 
both theory and experience would lead us to expect. My feeling is 
that we will find that, in the upswing, concentration makes it possible 
for management to be unconcerned about higher labor and materials 
costs since these can often be passed on in the form of higher goods 
prices. 

This would not be possible in the absence of some degree of concen- 
tration making possible price leadership. In the upswing prices in 
competitive industries rise due to an upward shift in demand. Eco- 
nomically, those higher prices perform a useful function in bringing 
about increased production and, in the long run, lower prices. 

In the steel industry we see substantial price increases occurring 
when the industry is operating at 85 percent of capacity, and in the 
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petroleum industry last year we heard talk of price increases at a time 
when stocks above ground were at the all-time high. Clearly price 
increases under those conditions are not justified in the same way as 
an increase in the price of wheat might be justified. Furthermore, if 
some of the testimony recently presented to this committee by John 
Galbraith is correct, we may have the paradoxical situation of price 
increases in the industries which do not need to expand due to existing 
excess capacity, making it possible for these industries to secure funds. 

At the same time firms in competitive industries may have difficulty 
in passing increased costs on and may find it difficult to secure needed 
capital in a tight money market. This reminds us again that the major 
problem of inflation is the discriminatory impact it has on various 
economic sectors. 

From the standpoint of positive recommendations, I have little to 
suggest. Further investigation, certainly. In this it would seem that 
attention must be cetered on the differential behavior of costs as well 
as prices under competitive conditions and conditions of concen- 
tration. 

The effect of labor organization on wages is certainly worth inves- 

tigation. Merger activity should also be studied. In the past, concern 
with mer ger activity has largely centered on the effects of horizontal 
integr ation on concentration. But mergers may play a significant role 
in making for inflexible costs and thus administered prices through 
vertical integration. 

In addition to the flexibility question it would seem that price lead- 
ership is at the heart of the problem today. Offhand, it would seem 
both impossible and undesirable, however, to try to legislate against 
conscious parallelism in price setting. Instead, it would probably be 
better to attack the problem at its source—concentration. This would 
require strong merger legislation and strong enforcement. 

Generally, ‘T think it wise for us to keep in mind, in the area of 
public policy, the satement made by Woodrow Wilson in his first 
inaugural address: 

We shall deal with our economic system as it is and as it might be modified, 
not as it might be if we had a clean sheet of paper to write upon; and step by 
step we shall make it what it should be, in the spirit of those who question their 
own wisdom and seek council and knowledge, not shallow self-satisfaction or 
the excitement of excursions whither they cannot tell.” 

It is in this spirit that these remarks are presented for your con- 
sideration. 

Senator Krravver. Dr. Moore, we are very grateful to you for a 
paper on a subject to which you have certainly given a lot of atten- 
tion, one which you have studied very thoroughly. We appreciate 
the suggestions you liave given the committee. Mr. Dixon, do you 
have any questions? 

Mr. Dixon. Yes, Mr. Chairman. 

Dr. Moore, you certainly brought, at least to my attention, some 
new and thought- -provoking ideas, especially on page 15 of your 
statement in speaking of the administered price problem, you call 
attention to the degree of concentration making for possible price 
leadership. I think it has always been self-evident, but I think you 
have expressed it very well there. 


“R. S. Baker and W. HE. Dodd, The Public Papers of Woodrow Wilson (New York: 
Harper, 1926), vol. I, p. 5. 
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You also, somewhere in your statement, I noted, call attention to 
the effect of the vertical integration in industries and its effect. I 
think that needs to be given a great deal of consideration by the sub- 
committee. 

From your statement, Doctor, I gather that you conclude some- 
what to the effect that the key to the whole price structure is com- 
petition ; is that correct ? 

Mr. Moore. I think that if we are to establish a standard whereby 
we evaluate price performance, this standard must be competition, 
and we must then look at price behavior in any sector of the economy 
in terms of whether the price behavior is that which we would ex- 
pect under competitive conditions or not what we would expect under 
competitive conditions. This doesn’t mean that we want to legislate 
pure competition into the economy. It simply means this is a frame 
of reference. It is a starting point in the analysis. If we find that 
concentrated industries showed differential price behavior, then we 
come to the point of recommending or deciding whether this is de- 
sirable or not. 

Mr. Dtxon. Thus far in our history we have no laws that require, 
in effect, competition. What we have are laws in the sense of regulat- 
ing interstate commerce that decree certain types of competition. For 
instance, section 1 of the Sherman Act outlaws, you might say, price 
fixing in one phase or another. It is in that element, Doctor, you also 
made a side remark in your statement with reference to basing-point 
practices. I am somewhat familiar with that from my own personal 
experience. In much of our industry in America, as you know from 
your studies, pricing is not a simple thing. Many times it is a for- 
mula method of pricing, somewhat as steel, for instance, or cement, 
back in the early 1920’s had a single basing-point method of pricing 
for the whole United States. Then they moved to a dual basing-point 
system, and increasingly as a result of antitrust litigation and consent 
settlement to what I would denote as a multiple basing point, a so- 
called base price figure at every manufacturing point, together with 
extras and together with freight rate books, in sum and substance a 
formula method of pricing. We have other methods of pricing in in- 
dustry, such as a form of delivered pricing, the simplest being a flat 
delivered price any place in the United States. The others would be 
coming back toward multiple zones or a simplified 2- or 3-zone method, 
but those are certainly forms of basing points or delivered prices. 

Now, Doctor, in such a formula method of pricing wherein plants 
are located at various and sundry localities throughout the United 
States, they are certainly not all in the same area or the same block or 
the same State; they are in various States. In this type of situation 
where the plants are so located and where we have the statistics show- 
ing that production is steadily falling off, smaller production every 
month, and we have a price increase announced, based upon your 
studies, Doctor, can that be explained economically ? 

Mr. Moore. I think it is theoretically possible to explain that if you 
have in the first place an elastic demand for the product and an in- 
crease in costs. I think that it all goes back to the question of costs once 
again. The noncompetitive industry, using that term losely, is in a 
position to pass on the cost increases to the consumer, whereas in a 
competitive industry the ability to do so would be much more limited. 
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Mr. Dixon. Costs vary, and certainly one of the major items of cost 
im heavy industry is movement of goods. Part of the formula extras, 
for instance, would be based on freight. When you have articles be- 
ing manufactured on a multiplant basis in various points in the 
United States and freight is a major part of cost, do you take into con- 
sideration the possibility or the plausibility that in such an industry 
everyone's cost is not identical but is somewhat different? 

Mr. Moore. That is certainly true, the costs of the producers would 
not be identical under those circumstances. 

Mr. Drxon. If in a multi-industry where there are many producers 
and we have price leadership, as you denoted here, in a concentrated 
industry the price leader announces a price increase, his cost is different 
from everyone else’s cost, would that mean economical] that all com- 
petitors immediately rise to the same price as the price leader?) What 
type competition is that, Doctor ? 

Mr. Moore. This is what we call technically oligopoly. I think 
that it is more or less inevitable that all firms follow the leader. If 
the leader makes mistakes in setting the price, he will lose his leader- 
ship position and that will pass on to someone else. We had an ex- 
ample of this price leadership situation just late last week I believe 
when Esso announced that the price of heating oil was being cut. 
They had previously increased the price I think just the month before. 
The price leader in this situation has to be responsive to the situation 
in the industry, however, or he will not remain the price leader. I 
think there have been evidences in other areas that initially at any 
rate the successor to the old Standard Oil Trust has been the price 
leader in most of the markets, but there are cases where this firm has 
lost its leadership position too because it did not recognize the funda- 
mental economic forces at work at a particular time. 

Mr. Dixon. But isn’t your statement based on their judgment rather 
than competition ? 

Mr. Moors. Oh, certainly. It is a matter of administered prices in 
the second sense that [ mentioned above. 

Mr. Drxon. I’m talking in the sense of competition rather than 
judgment. In other words, it is quite obvious from the definitions 
which we have had here from you eminent economists that in an ad- 
ministered price industry, the price administrator has the power to 
set a price. 

Mr. Moore. He has the power to set the price but not the quantity. 
Now in most cases of price leadership I would imagine that the quan- 
tity issue was not too important because of the inelasticity of demand. 
That is raise the price and you don’t lose very much in the terms of 
quantity sold and therefore your total revenue increases. 

But it is an either-or proposition. You can establish the amount 
you want to produce and sell that amount if you are willing to allow 
the price to seek its own level, or you can set the price and allow the 
quantity sold to be determined by that price. 

Mr. Dixon. Let me give you ‘the setting of the legal problem from 
your definition and those of the others who have testified here. In 
other words, if we accept the conclusion that in concentrated industries 
the managers have the right to set the price, under our laws today that 
what is illegal are only those prices that are identical and that are 
brought about through conspiracy or illegal agreement or understand- 
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ing. Price identity could be illegal if everybody’s price is agreed to. 
On the other hand, if we find that price is identical, and it is identical 
by virtue of the judgment, we will say, of the managers to just elect 
a leader, or we might say recognize the leader, who is in fact the leader 
and refuse to compete, we will say, by following every move of the 
leader up or down, so far as the consuming public is concerned, do 
they reap any benefits of competition in that type of society ? 

Mr. Moore. Not benefits of competition, but if I understand you 
correctly, I think you would like me to say that price leadership in 
and of itself is bad, and I would not be w illing to say that. I think 
price leadership in and of itself is inevitable as long as you have con- 
trated industries. The crux of the matter is concentr ation, not the 
price leadership itself. 

Mr. Drxon. There could be price leadership in an unconcentrated 
industry, could there not ? 

Mr. Moore. Not very well, no. 

Mr. Drxon. Not very well ? 

Mr. Moore. Because the price leader has to be in a position in many 
cases to enforce his decision. 

Mr. Cuumepris. Mr. Chairman, may I ask a question at this point 
exactly on what counsel is bringing up / 

Senator Keravuver. All right, sir. 

Mr. Cuumenris. I would like to use an illustration. On approxi- 
mately January the 3d, 1957, there was an increase in the price of gas 
at the retail level of 1 cent. A little bit later some of the other major 
integrated oil companies began increasing their price of gas 1 cent per 
gallon. As competition set in, as we understand it from the testi- 
mony of the witnesses, that 1-cent increase in the price of gas was not 
maintained. In some sections of the country it dropped to a quarter 
of a cent increase, in other sections a half a cent and in other sections 
three-quarters of a cent. I understand in maybe a few areas that it 
might have gone a little bit above a cent a gallon. 

How do you define that particular instance in relation to price 
leadership or price flexibility, as you define it here in your statement ? 

Mr. Moore. It is a case of price leadership rather than a case of 
price flexibility. Once again this comes back to the point I think 
that I made before. You can set the price but you can’t set the 
quantity sold, and if you raise the price and find that your quantity 
sold drops off significantly so that it reduces your total revenue, then 
you may wish to change the price again. 

Mr. Drxon. Do you have a situation there where it is partly ad- 
ministered price and partly market price? There your competition 
sets in, probably the question of demand by the public? 2 

Mr. Moore. I don’t think it would be a competitive price in any 
sense even if the administered price doesn’t stick. You have adminis- 
tration at one level and administration at another level but you don’t 
really have a competitive price simply because the price leader decides 
to change his posted prices. 

Mr. Dixon. If it is truly administered, the gasoline stations or 
companies would maintain it at 1 cent. They wouldn't drop it down 
to a half a cent. There must have been some factor that made those 

eople realize they couldn’t get the 1-cent increase and so they reduced 
it to a half or quarter of a cent depending upon the area involved. 
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Mr. Moore. There are basic factors of competition involved cer- 
tainly, but I was responding to your question as to whether this would 
be a competitive price. It is not a competitive price, although com- 
petitive factors exist. There are competitive factors even in the mo- 
nopolized industries which involve the substitution of other goods for 
the particular product under consideration. There are competitive 
factors throughout our economy, but they may not manifest themselves 
in competitive prices, that is prices, for example, such as are set on the 
wheat exchange or prices as they are set on the stock exchange. 

Mr. Cuumeris, Do you have a definitive term now because you say 
price leadership, and price leadership would mean to me that since 
the leader has set a price of 1 cent, then everyone else who is in com- 
petition with that leader will follow and maintain that 1 cent. But 
in this instance the leader maintains the 1-cent increase but some of 
his competitors drop it to a half a cent or quarter of a cent and it is 
not maintained at the 1-cent increase. 

Is there a definitive term to illustrate that particular factual situa- 
tion ? 

Mr. Moors. Not that I know of. The situation you describe simply 
reflects the fact that the price leader can make mistakes, and if he 
makes them too often, he will cease to be the price leader. I am not 
sure of this, but as I recall in some market areas, for example, the 
Standard Oil was the price leader, but it misjudged the nature of 
the demand in either raising prices or lowering prices, and so the indus- 
try lost confidence in the price leader. They would refuse to go along 
with the price leader, and as a result The Texas Co. in some market 
areas now has taken over the function of market leader, because it 
recognizes more successfully the demand situation. 

Certainly price leadership is not a monolithic structure. It is one 
which is subject to change as economic circumstances are subject to 
change. The point is that still you may find that basic economic 
forces are not reflected in the price leader’s decision. 

Senator Kerauver. As I understand it, what Mr. Dixon was get- 
ting at, and I think we might get to it to see if we can reach an under- 
standing of the problem, in the case of cement a number of years ago 
all the cement companies arrived at the same price, they did so, as the 
court found, as the result of conspiracy. That is a violation of the 
law, and they were held to be in violation of the antitrust laws. But 
you have a situation where in the steel industry or some other industry, 
they not only have identical prices but identical zones in which they 
sell identically, but at different prices in one zone from the other. 

They seem to do it by one following the other or in some informal 
way, but from the viewpoint of the general public and public policy 
and the viewpoint of the consumer, what is the difference as to whether 
they arrive at their identity by conspiracy or whether they just fall 
into it by following a leader or by some other method ? 

Mr. Moore. As I see it, it isn’t the identity of prices that is at the 
heart of the issue. The heart of the issue is whether these prices be- 
have in response to fundamental economic forces. Let me give you an 
example. As I understand it, in the American Tobacco case in 1946, 
there was evidence presented of price leadership, and in this case prices 
were raised in the midst of the depression by a substantial amount. 
This in and of itself is evidence of socially undesirable practice and 
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it is evidence of some degree of market control which could be at- 
tacked under the antitrust laws. It wasn’t the fact that the prices 
were identical that was bad. I can’t see any other way that you could 
sell cigarettes. Otherwise if one cigarette company—lI am not a cig- 
arette smoker so I will hypothesize that there really isn’t very much 
difference between one brand and another. 

Senator Keravver. You get a lot of argument about that but we 
will just assume that is true. 

Mr. Moore. Assume that that is true. If one brand were selling at 
26 cents and all other brands were selling at 25 cents, or let’s put it the 
other way, suppose that all brands were selling at 26 cents except one 
which was selling at 25 cents, we certainly wouldn’t want this situa- 
tion, would we, because this would lead to a monopoly on the part of 
the brand selling for 25 cents. We are on the horns of a dilemma here 
because successful competition if not limited breeds monopoly. 

Dr. Briar. If I might just interject there a moment, Senator, for 
the purpose of trying to achieve a little clarification. I believe that 
part of the confusion here revolves around the question of what it is 
that was identical in a basing-point type of pricing. What was iden- 
tical was not only the end product, namely the existence of identical 
prices at any given point of destination down to the last ten thou- 
sandths of a cent from all sellers no matter where located, but also the 
following and use of certain mechanisms to attain that objective by all 
sellers, or virtually all sellers. The identical use of those mechanisms, 
namely recognition of which prices were basing points, utilization by 
each seller of the same—— 

Mr. Moors. It is the mechanism which I would object to rather than 
the practice itself. 

Dr. Brarr. That is what I thought. 

Mr. Moore. Not the overt evidence of identical prices. 

Dr. Bratr. That’s right. What you would object to would be the 
use of the identical mechanisms ? 

Mr. Moore. That’s right. Certainly I would have no objection to 
that at all. 

Mr. Drxon. Doctor, I’m glad that clarification has been made, be- 
cause to go where Senator Kefauver went but one step beyond that, 
in the cement case where there was a mechanism and where it was easy 
for perhaps the court to see the shallowness or the collusion that lay 
around the construction of the formula or mechanism written, they 
decided that pricing had been arrived at by conspiracy. Nevertheless, 
when the case was through, the decree ordered them only, mind you, 
Doctor, to stop this by collusion, by conspiracy. You can’t conspire 
with yourself. You have got to conspire with somebody else, so the 
order is not wrong when you do it by yourself. Now let’ see what has 
happened. 

Prior to the institution of the case, prices were identical in every 
place in the United States, and the order was to stop by agreement 
using a formula or anything else to have identical prices. I say this 
based upon what I have been told but not upon personal study, but 
let’s assume that today in the United States the price of cement is 
identical in every hamlet in the United States, so the same condition 
exists that existed prior to the lawsuit, or they are violating the order. 
The order can only be violated if two or more of the companies are 
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in conspiracy to do it. So mind you, each individual is rugged today. 

He does it himself. There is a price leader. Someone announces a 
rice change and everybody else follows it, not by conspiracy, Doctor, 
ut the same result is there. 

I am describing to you a practical situation in the cement industry. 
I could give you the same application in metallurgy, which is a heavy 
industry operating on a 7- or 8-zone system. I could give you the same 
thing in steel which uses basing point, a very complicated formula. 
You can change price by changing base or changing extras. You can 
change price by arbitrarily imposing a freight change, but the sum 
and substance 1s price. If you want to figure out what you pay for 
piling, you must first determine what is base, what are the extras to be 
added to it, what is the freight. When any one of those factors change, 
prices change to the consumer. If we have a leader in the steel in- 
dustry, such as United States Steel, he announces “I am going to 
change price.” He simply announces it. Say in this instance that we 
have just read about in the newspaper, he is going to change the base. 
If every other producer in steel piling, say a half a dozen, immediately 
change their base they do it independently. They didn’t call him up. 
They didn’t go to the club and agree with him. ‘They read it in the 
paper and decided it would be good for them, so they do it. They 
follow it. The sum and substance of it is that steel piling costs any- 
body in the United States the same identical price, at any given point 
of destination as Dr. Blair points out. Whether the piling is made in 
Pittsburgh, whether it is made in Birmingham, whether it is made in 
Los Angeles or Chicago, wherever it comes from, if you choose to buy, 
it will be the same price to you. 

There are literally thousands of products made from the basic ingot 
down to the semifinished product. If you as a consumer choose to buy 
one of those products, the net result in this type of situation is that you 
are quoted identical prices. What is facing this committee is that we 
have laws that say you can’t do this, you can’t arrive at these prices 
by conspiracy. You would say that the crux of the situation, as I un- 
derstand it, is the concentration. 

Mr. Moore. I think I see now a little more clearly that there are two 
issues. One is the basing point situation where the delivered price 
is identical, but the mill net differs. This it seems to me is clear evi- 
dence of some kind of collusion on that, overt or not overt, and I would 
feel that this is bad, because obviously here prices do not reflect costs 
as we feel that they should. But I think that there is also the situa- 
tion where the f. o. b. prices are identical, and I do not feel that this is 
necessarily undesirable. 

Dr. Buatr. In hearings before this subcommittee in the latter part 
of 1955, officials of General Motors described their firm’s theory of 
pricing. In essence, a pricing formula was utilized by which a 20 
percent return on investment was planned. This formula has been 
used for over 20 years, although since World War IT planning seems 
to have fallen down and returns in excess of 20 percent have been more 
common. Would you care to comment on the economic implication of 
the use of such a pricing formula ? 

Mr. Moore. I think that there are two things here: one, the ability 
to maintain a constant margin. This, it seems to me, indicates some 
degree of control over the market. Secondly, I would think that such 
a practice would be undesirable from an economic standpoint since: 
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it-frees the company from any responsibility in holding the line against 
wages. If any increase in cost is automatically to be pushed on to 
the consumer in terms of higher prices, there is no reason for the corpo- 
ration to be ieee about wage increases. For that matter wage 
increases are likely to be in excess of increased productivity, and this 
certainly could bea source of inflation. 

Dr. Bua. My other question goes to the difference between price 
behavior in what have been referred to as administered price indus- 
tries as contrasted to market price industries, that is, more highly com- 
petitive fields. In the latter, that is in industries such as agric ulture, 
the textile industry, lumber, and so forth, would it be your view that 
a decline in demand significantly below capacity w ould be expected to 
be accompanied by a decline in prices? 

Mr. Moore. I would think so. 

Dr. Biarr. And what type of price behavior would you expect in a 
more concentrated industry to accompany a decline in demand under 
similar circumstances ? 

Mr. Moore. I would hope that there would be a decline but recent 
evidences seem to indicate there have been no declines and perhaps 
imcreases in prices. Inthe Steel case, operating at excess capacity, the 
increases in prices seems to indicate this. 

Dr. Buarm. Would you care to make any comment on the significance 
of these price increases at a time such as the present—price increases 
in administered price industries in which there is a significant amount 
of unused capacity # 

Mr. Moorr. I think that the major conclusion is that this is adding 
fuel to the fires of inflation, and that as.long as concentration exists to 
the degree it does, the situation is likely to persist. 

Dr. Brarr. Can you see that what has been spoken of as the tight 
money policy woul d have any significant effect upon this type of price 
increase ? 

Mr. Moore. I don’t see how, Let me amend that. The only way 
that. it can have an effect on present type of price increases is through 
consumer demand rather than through the demand and the activities 
of the firm itself. Ifyou push tight money far enough and you make 
it difficult for people to buy houses, obviously the demand for steel 
may eventially be affected. If you push tight money policy far enough 
so that people can’t buy refrigerators and automobiles, the demand for 
steel may be affected and in this way the firms might, through a falling 
off of demand and a further increase in excess capacity, be forced to 
reconsider. 

But this would be a long process and one which might be very, very 
damaging to the econmy. 

Dr. Buar. There is no certainty that a decline in demand would 
bring about price reductions since prices in certain industries have 
been rising at a time when demand and output have been falling. 

Mr. Moore. 'That’s right, unless the demand fell very, very signifi- 
cantly. 

Dr. Brae. Which might in turn result in very harmful economic 
consequences in the form of unemployment and so on ? 

Mr. Moore. That’s right, and of course our experience during the 
depression showed that in the face of declining demand prices were 
maintained and output allowed to fall very significantly. 
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Dr. Buatr. In the administered price industries? 

Mr. Moore. In the administered price industries. 

Dr. Buair. That’s all, sir. 

Senator Krravuver. As I understand it, Dr. Moore, you agree with 
Dr. Nourse, Dr. Ruggles, Dr. Galbraith, that high interest rates and 
the hard money policy is not the answer to the kind of inflation that we 
are having at the present time? 

Mr. Moorr. ‘That's right, sir, that in and of itself is not enough. It 
may play a role and certainly monetary policy does play a role in 
restricting demand. 

Senator Kerauver. Reducing purchasing power and making money 
hard to get is, of course, the traditional way to curb or check infla- 
tion where you have a shortage of manufactured or consumer goods, 
where people are bidding up the price it causes a shortage, but that 
doesn’t exist today, does it ? 

Mr. Moore. That’s right, sir. It seems to me that the problem of 
inflation has always been one of the discriminatory effects of infla- 
tion, but now we find, and I think Galbraith very nicely pointed 
this out, that monetary policy in and of itself is discriminatory, so 
the cure that we have applied to the disease turns out to be perhaps as 
bad as the disease itself. 

Senator Keratuver. Monetary policy itself being discriminatory, 
you mean discriminatory toward farmers and small business? 

Mr. Moore. That’s right, sir. 

Senator Keravver. It makes it very difficult for little firms to get 
sufficient credit and they can’t pass it on to the consumer, whereas the 
big firms are in a stronger position and they can pass on more of the 
additional cost to the consumer, is that true ? 

Mr. Moorr. That’s right, Senator. In addition to that I think 
that you could also argue that it isn’t just the industry that is hurt 
but the individual as well. The individual who works for an admin- 
istered price industry may do better in a period of inflation than the 
individual who does not work for an administered price industry, 
since in these competitive industries the ability to pass on cost increase, 
an increase in wages, is not nearly as great. 

Dr. Brain. And Dr. Galbraith’s observations would apply, would 
they not, to the smaller firms within a given industry 4 

Mr. Moore. Yes. 

Dr. Brarr. As well as applying to small business as against con- 
centrated industries ? 

Mr. Moore. That’s right. 

Senator Kerauver. Mr. Chumbris, any further questions? 

Mr. Cuvcmeris. Would you please turn to page 4! This is just 
for clarification in my mind. Would you please read your first para- 
eraph? Ithink you changed the wording slightly. 

Mr. Moore. There has been some change there because I felt that 
while the statement that I originally made reflected my knowledge at 
the time, this better reflects the position at the moment. I will reread 
what I have now. 

My initial interest in the question of administered prices grew out of a real- 
ization one day that I was teaching my undergraduate students that price in- 
flexibility and industrial concentration were correlated, but on further reading 
in the more advanced literature it appeared that the existence of such correla- 
tion was in doubt. 


Mr. Cuumpnis. “Was in doubt”; is that right? 
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Mr. Moore. That’s right. 

Mr. Cuumpnris. I just wanted to get that point because I wasn’t 
quite sure. 

Mr. Moors. At the time that I was reading the literature and coin- 
cidentally with teaching, it seemed to be the weight of the evidence 
said that no correlation was to be found. That is, I had not seen all 
of the evidence at that time. 

Mr. Cuumpris. Do you a definite, short and concise definition of ad- 
ministered prices ? 

Mr. Moorg. I would prefer, as I tried to suggest in the statement, 
the use of the term “price flexibility and inflexibility” to the use of 
the term “administered prices” because I think that the term “admin- 
istered prices” has been confused. People have used it to mean differ- 
ent things. 

Mr. Cuumepris. Then you agree with Dr. Ruggles in his observation 
of administered price? In other words, he too did not give any defini- 
tion of administered prices. He said it means different things to dif- 
ferent persons. 

Mr. Moors. That’s right. 

Mr. Cuumertis. Would you tell us what are the principal manufac- 
turing industries that do not have administered prices / 

Mr. Moore. The only ones that come to mind are those that do. 

Mr. Cuumerts. That same question was asked of Dr. Means and he 
was going to write us if they did come to mind. I have one other il- 
lustration and I would like to have you define whether it is adminis- 
tered prices or a change from administered prices. For instance, 
let’s take the automotive industry which is supposed to be adminis- 
tered price. That is on the manufacturing level. They sell the cars 
to the retailer. The retailer gets a car that is, let’s say, priced at 
$3,500 on the market, and the market is rather difficult. There are not 
enough customers to buy the car and so they make up the difference by 
giving a greater return in value for your old car. 

How do you define that in terms of administered prices? 

Mr. Moore. Certainly the retail price of the automobile in the last 
2 years has not been administered, but then the retailing of automobiles 
is much more competitive than the manufacturing of automobiles. 

When I was looking for an automobile in Knoxville, I not only 
covered Knoxville but Oak Ridge and Maryville, and a wide variety 

of other towns and received different price quotations, so that there is 
a lot more competition here than there is in the manufacturing of the 
automobiles, The manufacturer can afford to list his prices and stick 
with it. 

Mr. Cuumprrs. Are there any other businesses where on the manu- 
facturing level it may be administered but on a retail level it may be 
a market price / 

Mr. Moore. I think there is a wide variety of household appliances 
in which this is true. The development of the discount house is an 
indication of this I think. 

Mr. Cuumeris. Then anyone who says that certain industries like 
automotive or appliances are definitely administered, will have to make 
the distinction whether it is on the manufacturing level or wholesale 
level or the retail level, is that correct ? 

Mr. Moore. Certainly. I think most of the investigation that has 
been done so far has been confined to the manufacturing level. This 
is the area where concentration presents a problem by and large. 
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Mr. Bovron-Smiru. May I inquire whether the oil industry is one 
in which the manufacturing i is administered and perhaps the retailing 
of gasoline is more competitive ? 

Mr. Moore. I would say it is more competitive, the retailing of 
gasoline is more competitive, but I think that 

Mr. Boutron-Smiru. I asked that because there was testimony in the 
oil hearing about price squeeze and its effect on gas dealers. But the 
manufacturing in the oil industry is generally considered by econo- 
mists to be an administered price, is it ? 

Mr. Moore. I believe so, yes, tank wagon postings I believe are 
standard throughout the industry. 

Mr. Bouron-Siru. With price leadership / 

Mr. Moore. With price leadership in various geographical areas. 

Mr. Bouron-Smirn. Even if the price leader changed his mind, you 
think it would still be price leadership ? 

Mr. Moore. Yes; I would define it as still price leadership. The 
fluctuation in price is not a matter of day-to-day response of demand 
and supply forces. 

Senator Kerauver. Mr. Bolton-Smith, do you have anything else? 

Mr. Bouron-Somitru. No, sir. 

Senator Kerauver. Mr. Arnold, do you want to ask anything? 

Mr. Arnotp. I don’t believe so, sir. 

Senator Kerauver. All right, Mr. Chumbris ? 

Mr. Cuumpnris. I would like to reread this statement a little more 
carefully and maybe send some questions to Dr. Moore to answer. 

Senator Kerauver. I’m sure you will be glad to, wouldn’t you, 
Dr. Moore ? 

Mr. Moore. Yes, sir. 

Senator Kreravver. If it is something of importance to the com- 
mittee, we will put it in the record, Mr. Chumbris. 

Dr. Moore, we are very grateful to you for coming here and giving 
us your viewpoint as a result of your study and consideration of this 
important problem. 

Dr. Moorr. Thank you. 

Senator Krerauver. We will have to wait until after we see what 
the general program is going to be in the Senate in connection with 
the civil-rights debate before being able to set the time for our next 
hearing. I do not know whether we are going to start having early 
morning sessions or how much time we will have for committee meet- 
ings. The subcommittee will stand in recess until further call of the 
Chair. 

(Whereupon, at 10:40 a. m. the hearing was recessed, subject to 
the call of the Chair.) 

(The article by Dr. Moore and Dr. Levy, referred to earlier, 
follows:) 





[From the Southern Economic Journal, vol. XXI, No. 4, April 1955] 
PRICE FLEXIBILITY AND INDUSTRIAL CONCENTRATION * 
By John R. Moore, University of Tennessee, and Lester 8. Levy, Lehigh University 
That prices are more flexible under competitive conditions than under monop- 


oly has been a popular idea in economics for many years, and is commonly ex- 


1We are indebted to Prof. Alfred E. Kahn of Cornell University for suggestions and 
criticisms. 
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pounded in the undergraduate classroom.? During the 1930’s inductive studies 
were undertaken which appeared to validate this proposition.* These findings 
did not go unchallenged, but a large share of the criticism was directed at the 
inaccuracies of the data and the inconclusiveness of the proofs rather than at the 
underlying theoretical assumptions.‘ 

On the other hand, using a different statistical approach, other writers have 
tried to demonstrate that there is little or no relationship between the degree 
of price flexibility and the degree of monopoly, thus apparently contradicting 
the more generally held notions. In a most impressive effort in this direction, 
Prof. Richard Ruggles compared changes in indices of direct costs with changes 
in price indices for various economic sectors during the 1929-31 period.’ These 
comparisons demonstrated that the degree of price flexibility depended upon 
factors other than industrial concentration. Previous to this, Dr. Alfred Neal 
had compared prices and direct costs for the 4-year period 1929-33 in 106 indus- 
tries.° Those comparisons which showed constant absolute markups over direct 
eosts were said to define flexible prices. He found both flexible and inflexible 
prices in competitive industries, and both flexible and inflexible prices in monop- 
olistic industries, thus leading him to conclude that there was no pronounced 
correlation between industrial structure and price flexibility. 

A discussion of price flexibility may be concerned with two broad issues: the 
factors responsible for flexible and inflexible prices, and the consequences of 
inflexible prices. We shall be concerned here only with the first issue. The prob- 
lem of causation can be dealt with on a theoretical basis or statistically. As 
noted above, there are two conflicting statistical claims, one to the effect that 
industrial concentration plays an important role in determining the degree of 
price flexibility and the other that it does not. Our major purpose is to show 
that both of these conclusions are compatible with contemporary price theory. 
An interesting paradox follows from such a demonstration. The model which a 
priori seems more realistic is less strongly supported by the statistical findings 
than the model which seems somewhat unrealistic. We do not propose to re- 
solve the problem in this brief note, but only to construct the models and illus- 
trate the paradox. 

It is necessary to begin the analysis with a precise definition of price flexibility. 
As in many definitional matters, a statement of what is not meant by the concept 
is most readily formulated. Some have defined the phenomenon in terms of the 
frequency and magnitude of price changes. This is unsatisfactory because, as 
others have suggested, it fails to relate price changes to other relevant economic 
variables whose behavior may vary from commodity to commodity, and/or 
from time to time for the same commodity. For example, if the price of product 
A and the price of product B fell by the same percentage between 1929 and 1932, 
this does not necessarily mean that the prices are of equal flexibility, since the 
cost of producing A and B may have fallen by different percentages. Further- 





2See Bruce W. Knight and Lawrence G. Hines, Economics (New York: Knopf, 1952), 
p. 446, as follows: “* * * the continual fluctuation of individual prices in response to 
changes in demand and supply, which would occur under free competition, is suppressed 
where an industry has a very small number of firms, a price leader, an open-price system 
* * **' Other elementary textbooks indicate or imply similar propositions: C. Lowell 
Harriss, The American Economy (Homewood: Irwin, 1953), pp. 513-515; Paul A. 
Samuelson, Economics, 2d edition (New York: McGraw-Hill, 1951). pp. 520-523. 

® Gardiner C. Means, Industrial Prices and Their Relative Inflexibility (Washington: 
Government Printing Office, 1935), and National Resources Committee, The Structure of 
the Azenaicon Economy (Washington: Government Printing Office, 1939), pt. I, ch. VIII, 
pp. 122-152. 

4See, for example, Tibor Scitovszky, Prices Under Monopoly and Competition, Journal 
of Political Economy, October 1941, XLIX. 

5 Richard Ruggles, The Nature of Price Flexibility and the Determinants of Relative Price 
Changes in the Economy, in National Bureau of Economic Research, Conference on Business 
Concentration and Price Policy, 1952, mimeo. The present discussion was suggested by 
Professor Ruggles’ challenging analysis. 

6 Alfred C. Neal, Industrial Concentration and Price Flexibility (Washington: American 
Council on Public Affairs, 1942). 
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more, should the price of a commodity change by the same percentage as its 
costs, the conclusion that this was a flexible price might also be quite inappropri- 
ate if the cost variation was under the influence of monopoly in the product 
market and/or monopoly or monopsony in the factor market.’ A similar objec- 
tion can be raised to calling a price flexible simply because it changed by the same 
percentage as costs with a given change in demand. Thus, price flexibility and 
price change are seen to be not synonymous. 

We define the phenomenon as the responsiveness of price to changes in costs 
and demand when these two variable have changed as they would under purely 
competitive conditions. Here is a standard which does not make price flexibility 
correspond to mere price changes or to other factors which themselves may be 
inflexible. Perhaps one may find the pure competition model of limited value for 
statistical purposes, or as a standard for antitrust policy. Nevertheless, with this 
definition, it should be possible to contrast the effect of changes in the cost and 
demand functions upon prices under competition with the effect of these changes 
upon prices under monopoly. 

First, let us illustrate a situation in which shifts in costs and demand result in 
the same degree of price flexibility regardless of the competitive structure. 
Assume: 

(1) The industry’s supply curve (the summation of the relevant portions 
of the individual firms’ marginal cost curves) has the same elasticity through- 
out its relevant range; 

(2) The position and elasticity of the industry’s supply curve is unaf- 
fected by alterations in the competitive structure ; 

(3) The demand curve for the industry’s product (market demand curve) 
has the same elasticity throughout its relevant range; 

(4) The position and elasticity of the industry’s demand curve is unaf- 
fected by alterations in the competitive structure; 

(5) Any shift in the supply or demand curve does not alter the elasticity 
of the functions; 

(6) Shifts in the supply or demand curve are not affected by alterations 
in the competitive structure; and 

(7) The firm operates to maximize profits by equating marginal costs to 
marginal revenue. 

Diagram I below is constructed with these assumptions in mind. A log-log 
seale is used to simplify the presentation. * Given the demand and supply curves 
D, and S, the competitive price (P:-) is lower than the monopoly price (Pim).° 
Assume now a shift in the demand curve from D,; to D2 The resulting price 
under competition (P:-) still is lower than the new monopoly price (P:). But 
note that the monopolist has lowered his price by the same percentage as the 
pure competitor. ** According to our definition then, this case demonstrates the 
same degree of price flexibility regardless of the competitive structure. 

The reader can demonstrate for himself that the same conclusion follows from 
a shift in the cost function by drawing in a parallel cost curve and comparing 
the change in price under competition with the change in price under monopoly. 
The conclusion in both cases follows from our rigid assumptions which make 
the percentage difference between price and cost at equilibrium constant under 
monopoly and nonexistent under competition. 





7 One might object that the cause of the variation in cost should have nothing to do with 
the question of whether or not the price is flexible. However, if monopoly in the sale of the 
product makes possible wage rigidity, it would not be correct to refer to a price which 
varies with minor cost variations as flexible. Of course, from a statistical point of view 
these complex interrelationships would be difficult to determine. 

8 Thus a straight line demand or supply curve has constant elasticity. ‘The slope of the 
curve determines its elasticity, and, therefore, parallel shifts involve no change in elasticity. 
With this type of diagram. a demand curve of constant elasticity has a parallel marginal 
revenue curve. 

® This would not be true, for example, in the special case where the industry supply curve 
is perfectly inelastic. 

%#QOn a log scale equal absolute distances represent equal percentage changes, APic-- 
APec=APim—AP2m. The shift from D: to De, therefore, has resulted in equal percentage 
price changes both under conditions of competition and monopoly. 
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DracraM I 


It is dangerous to leave the argument at this point. Our assumptions, in a 
sense, circumvent the problem of price flexibility. They may be questioned when 
dealing with the real world deviations from pure competition, and on this basis 
one can demonstrate the difference in flexibility under competition and monopoly. 
For example, let us relax assumption 1. Suppose the supply curve does not have 
constant elasticity throughout its relevant range. Instead, let us assume one 
convex to the lower right hand corner of the demand-supply diagram. Then, if 
the demand curve shifts to the left, under monopoly the percentage mark-up of 
price over cost is no longer constant and price is more flexible under competition 
than under monopoly. In Diagram II, a fall in demand from Di: to De will cause 
the monopolist’s price to fall by a smaller percentage than the competitor's.” 
It seems quite unrealistic to assume a supply curve of constant elasticity.” In 
fact, one of the general nature postulated here to replace the one in the first as- 
sumption (i. e., sharply rising at high outputs) characterizes the extractive indus- 
tries such as agriculture and petroleum. Changing assumption No. 1 in this 
manner makes it possible for market structure to play a role in determining the 
degree of price flexibility. Market structure also plays a role in determining the 
degree of price flexibility if we remove assumption No. 2. To the extent 





- Note that APjc—APoe>APijm—APom, therefore the percentage fall in the competitive 
price exceeds the percentage fall in the monopoly price. 

12There is an implicit refutation of a supply curve of constant elasticity in the results 
of a recent study dealing with what businessmen thought their average costs curves to be. 
See W. J. Eiteman and G. E. Guthrie, The Shape of the Average Cost Curve, American 
Economie Review, December 1952, XLII. 
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that there is monopoly and/or monopsony in the factor market, the position and 
elasticity of the supply function may be different under monopoly and under 
competition. This may mean different degrees of flexibility. 
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Each of the remaining assumptions can be altered on various grounds. This 
is not done here because some of them, such as No. 3, are not of major im- 
portance to the basic analysis. As further evidence of the significance of the 
competitive structure in determining the degree of price flexibility, however, two 
of the additional assumptions are examined here. The fourth, that alterations in 
the competitive structure do not affect the position or elasticity of the industry’s 
demand curve, is subject to serious objections. Under pure competition, the de- 
mand function is a datum to the firms in the industry, and is objective in this 
sense. When the number of firms in the industry is less than that required for 
pure competition, this is no longer true. Expectations with respect to the behav- 
ior of other firms and the buyers are taken cognizance of by the sellers. This is 
possible because of the fewness of sellers, and in this sense the market demand 
curve is subjective rather than objective. Under these circumstances, the demand 
curve upon which the firms base their actions may have different positions or 
elasticities under monopoly and competition. Shifts in the cost and demand func- 
tions, therefore, may result in different degrees of price flexibility. 

Finally, let us examine the consequences of relaxing assumption No. 5 
(i. e., suppose the elasticity of the demand curve is altered when it shifts to the 
left or right). Assuming the supply curve has constant elasticity, if the demand 
‘curve becomes more elastic as it shifts to the left due to a decline in income, the 
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monopoly price is more flexible than the competitive price. The converse is true 
if the demand curve becomes less elastic as it shifts to the left. The issue to be 
decided is whether the demand curve becomes more or less elastic with a decline 
in income. There are arguments on both sides of the question. The consuming 
public may become “bargain conscious,” in which case the demand curve will 
become more elastic. Conversely, buyers may postpone many expenditures re- 
gardless of price, causing the demand curve to become more inelastic. In any 
ease, it is impossible to generalize about the elasticity of the new demand curve. 
But, we can say that if the elasticity of demand changes with the business cycle 
price flexibility will be different under conditions of competition than under con- 
ditions of monopoly. 

Since the “Great Depression,” economists have been concerned with two as- 
pects of the price flexibility phenomenon; its causes, and its consequences. We 
have directed our comments to the first segment of this problem, and have sought 
to suggest that the more traditional thinking in this area provides the correct 
answer to the question: What is responsible for inflexible prices? Only under a 
rigid set of assumptions is it theoretically valid to say that industrial concentra- 
tion plays little or no causal role in determining the inflexibility of prices. By 
removing these rigid assumptions, we have offered a more general case, one where 
the degree of monopoly substantially affects the degree of price flexibility. That 
the latter model is not empirically unsupported is suggested by Ruggles’ statis- 
tical treatment of the agricultural and petroleum industries and by certain de 
emphasized facets of the Neal analysis.” 


13 For a criticism of Neal, see Frittz Machlup, The Political Economy of Monopoly (Balti 
more: Johns Hopkins, 1952), pp. 507—508. 
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ADMINISTERED PRICES AND ALL THAT* 


By Edwin G. Nourse 


The recently sharpened concern lest inflation may disrupt the forward march 
of our postwar prosperity or the growth with stability which was envisioned in 
the Employment Act of 1946 has raised anew the issue of monopoly (to use the 
narrow phrase) of concentration of economic power (to use the phrase made 
popular by the TNEC of the 1930’s). The Banking and Currency Committee 
of the House has approached the problem of economic control from the monetary 
angle. The Senate Committee on the Judiciary has approached it from the legal 
angle through its Subcommittee on Antiturst and Monopoly. The Joint Eco- 
nomic Committee has skirmished with it over a broad front, both in general hear- 
ing on successive Economic Report of the President and through the special 
studies of some of its subcommittees. Quite recently, this committee’s concern 
about inflation has prompted it to instruct its staff to plan a broad study of the 
factors affecting prices and pricemaking. This is an assignment of staggering 
scope and baffling vagueness—much in contrast to the Senate subcommittee’s 
focusing of its inquiry on the specific phenomenon of administered prices. 

Personally, I am disposed to suggest that an inquiry much narrower than 
the whole gamut of factors affecting prices and pricemaking and considerably 
broader than the technical issue of administered prices would promise more 
help toward the understanding and control of inflation and toward the stabili- 
zation of prosperity. Such a central point of inquiry seems to me to be the 
question of where the power to administer the productive resources of the 
Nation resides or how is it distributed. Some such defining of the issue now 
confronting our economy I undertook as the first witness called in the initial 
and exploratory hearing of the Senate Subcommittee on Antitrust and Monopoly. 
As a first step I suggested that, under modern conditions of big labor, wages are 
administered quite as truly as are prices. To quote: 

“Tt is my belief that the processes of pricemaking and of wagemaking are so 
intertwined in the modern industrial world that neither can be effectively 
analyzed in isolation from the other. I believe, also, that the phenomenon 
known as monopolistic competition or administered prices manifests itself in 
essentially similar ways and with essentially similar consequences in the two 
cases.” The distinctive feature of an administered-price situation is that prices, 
instead of being registered automatically by the interaction of supply-and- 
demand forces (of many small producers and consumers) in an open market, 
are formulated in executive offices as matters of operating policy or economic 
planning by officials of corporations or unions who, through control over blocks 
of capital resources or labor resources, have considerable power to implement 
the price schedules they adopt.” 

With that proposition as a foundation, I proceeded to take the further position 
that it is this power to implement such policy decisions through the administration 
of economic resources at centers of policymaking that constitutes the really 
significant issue of concentration of economic power. This issue, I believe, lies 
at the center of the problem of full employment or economic growth with stability 
in the uniquely American way of economic life that we are evolving. Adminis- 
tered resources might be a better formulation than administered prices. 

You will note that I put my statement of the process of evolution in the active, 
not the passive voice. For, while technological progress and other exogenous or 





1A paper presented before the Western Economic Association, Salt Lake City, August 
28,1957. (Title obviously stolen from Dennis Robertson.) 

2 As matters developed, the chairman, having seen my paper before the hearing opened, 
included wagemaking in his opening statement of the purposes of the investigation. 
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endogenous factors condition the development of our economic institutions and 
practices, we ourselves have considerable power to decide how we shall adapt 
our actions to these forces, adjust old institutions to new situations, remold the 
mores of producers and consumers, and invent new devices for maximizing the 
material well-being of our society. To say this is not to mark myself as a fugitive 
from the hope of making economics scientific or as a presumptuous invader of the 
field of abstract philosophy with its age-old controversy between free will and 
determinism. It is simply to take the modest role of reporter of the current 
economic scene and to proceed from empirical observation to realistic analysis of 
the actual process of today’s price-organized industrialism. 

As this process is developing, we are modifying our traditional capitalistic 
system, with profound changes not only in the degree of control which various 
parties are able to exercise over the course of business, but also in the manner 
of its exercise. These changes need to be evaluated in terms of their conse- 
quences upon the trend of productivity of the economy. I shall attempt to char- 
acterize, briefly, three stages of this development, beginning with what I shall 
eall traditional capitalism. (It might perhaps also be called primitive or funda- 
mentalist capitalism.) It is fast losing its right to be called orthodox. 


TRADITIONAL CAPITALISM 


The economic system that for some 200 years we have known as capitalism 
has gone through many phases over that time span, and shows many facets at 
any particular period. I shall not attempt any systematic account of its myriad 
forms nor elegant delineation of the subtleties of its complex nature. For 
present purposes it seems to me sufficient to deal only with two quite basic issues, 
one operative or technological and the other administrative or social. The first 
of these I shall deal with in only the most cursory way at this point, though we 
shall have occasion to return to it in context later on. 

It is simply repeating the obvious to say that progress in science, rapid elabora- 
tion of power machinery, and, eventually, automated productive systems have 
created a great demand for capital formation, and that this need for capital 
goods and capital funds exists and expands under any advancing economic 
system from the freest private enterprise to the most centralized statism. The 
basic question raised from the technological side is how fast we shall proceed 
in pushing out the frontiers of science and in engineering its discoveries into our 
productive process. In economic terms, what allocation of resources shall be 
made to research, and what shall be the rate of obsolescence or “‘moderniza- 
tion”? This issue promptly entangles us in the economic (and political) ques- 
tion of the sources from which capital funds shall be forthcoming to accom- 
plish any given rate of technological advance. That, in turn, poses the ques- 
tion, Who shall make these economic decisions for the economy, both as to the 
source from which capital shall be drawn and as to the methods used in its 
accumulation? 

Deeply involved with this question of capital formation is the question, both 
technological and social, as to the direction of capital use. How wide shall be 
be the scope of administrative authority allowed to or imposed upon those func- 
tionaries, whoever they may be, who stimulate the growth, conserve the supply, 
and guide the use of our capital resources? Conventional capitalism had a 
ready answer to all such questions. Naturally, capital will be managed by the 
capitalist, just as it is supplied by him through his own saving or his stimulation 
of saving by others. In the early days of industrial capitalism (and no less in 
the days of commercial capitalism that had preceded it), the scope of that 
administrative power was almost limitless. The demand for capital ran far 
ahead of its supply. Hence, the capitalist was vested with almost dictatorial 
power to hold wages down to a subsistence level and to set prices at all the 
traffic would bear. And, as the capitalist proprietor amassed more wealth, it 
was elementary to a free-enterprise system that no one should curb his right to 
use his own property as he saw fit. It was on that issue that the battle against 
mereantilism had been fought and won. 

As the early forms of proprietary capitalism were metamorphosed by the 
progress of finance capitalism and by the so-called managerial revolution, this 
dictatorship of the capitalist elite was progressively weakened or, as the phrase 
sometimes went, “civilized.” Proprietary capitalism, exercising powers remi- 
niscent of the feudal lords, gradually gave way to corporate capitalism, with 
owners’ rights delegated to a new class of professional managers. 
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MANAGERIAL CAPITALISM 


Under this new managerial capitalism, it has been the capitalist agent as 
trustee rather than the legal owner of the bits of capital that were agglomerated 
in the modern corporation who exercised control and who developed a philosophy 
of capitalist enterprise more adequate to our organizational progress. ‘Business 
statesmen” arose, who, in taking a long-term view of what would promote the 
growth and continued profitableness of the given company, were constrained to 
consider the interests and welfare of other groups, along with those of the 
suppliers of capital. In a symposium volume entitled “The New Outlook in 
Business,” published in 1940, the late Lewis Brown, of the Johns Manville Co., 
stated this position clearly and persuasively : 

“In the evolution of a complex industrial society the social responsibility of 
management has broadened correspondingly. Management no longer repre- 
sents, as it once did, merely the single interest of ownership; increasingly it 
functions on the basis of a trusteeship which endeavors to maintain, between 
four basic interlocking groups, a proper balance of equity. Today the executive 
head of every business is accountable not only to his stockholders but to the 
members of his working organization, to his customers, and to the public * * * 
decisions on industrial and economic policies which once were made solely from 
the standpoint of private interest and profit considerations must now be evalu- 
ated in terms of consequences, not merely to one individual company but to an 
entire industry, of which the particular company may be a comparatively minor 
unit.” 

Since I believe that this quotation is broadly representative of the economic 
philosophy of a considerable sector of enlightened management today, several 
points may be noted. The iirst is that, under this now well-established man- 
agerial capitalism, a professionally trained elite of corporation executives has 
acquired wide powers of determining the direction and timing of use of the 
corporation’s capital and of telling the actual owners of capital how much 
personal income they shall derive from the earnings of the company and how 
much shall be retained for purposes of capital formation—plowed back into 
the company. Second, these managers have lost a considerable part of the 
power wielded by their earlier proprietary counterparts to allocate the share 
of returns that will go to workers. Third, this kind of corporation executive 
recognizes a responsibility to customers, but this is often stated (as above) in 
terms of equity rather than of operational soundness. Fourth, there is an 
admission of responsibility to the public, but not at all clearly tied to operational 
considerations for the economy, such as full employment, maximum production, 
or growth and stability. In a word, the economies of the firm and the economics 
of the economy have been integrated only fragmentarily and in the thought 
and action of only the unusual corporation executive. I[ believe that a good 
economic case can be made for the proposition that “what is good for General 
Motors is good for the country.” But I am not sure that Defense Secretary 
Charles Wilson, late of General Motors, had all the scope and niceties of the 
argument in mind when he made the remark. 

Time does not permit of systematic examination of these four aspects of 
Managerial capitalism. I shall return to the question of management’s control 
over capital formation and capital allocation as related to maximum employ- 
ment, production, and purchasing power in due course. But first I must elaborate 
a little on what I have listed as the second aspect of today’s managerial capital- 
ism; namely, the erosion of the capitalist’s power in the distributive field as 
the power of organized labor has grown. This change has in fact been so 
fundamental and pervasive that our present way of economic life in the United 
States can quite properly be called laboristic capitalism. 


LABORISTIC CAPITALISM 


It is of the nature and history of capitalism that the proprietor or the business 
executive should cling tenaciously to “the prerogatives of management.” But 
from the advent of collective bargaining or even from the first use of the strike 
threat to implement a demand for higher wages or better working conditions, 
front-office management has had to admit labor as an active working partner 
in fact in determining the conditions under which the enterprise will thence- 
forth function. Even if, in a given case, every claim of labor were denied, the 
workers could still show themselves able to exert a considerable influence on 
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the company’s efficiency of operation, the cost and quality of its product, and 
its public and market standing. Above and beyond contract terms and company 
relations also, workers wield lobbying powers and political influence that 
continuously modify the conditions under which all managements must operate. 

Sumner Slichter was, therefore, amply justified in labeling ours as a “labor- 
istic’ economy. But I think we gain something of value if we use a phrase 
that reflects the fact that what we have is not full laborism but merely modified 
capitalism, i. e., laboristic capitalism. This modern American variety of capital- 
ism is a system in which decisions covering the character and direction of the 
productive process and determining the nature and proportioning of the dis- 
tributive process are not arrived at unilaterally by the owners or representatives 
of capital but bilaterally by these executives vis-a-vis the workers and, typically, 
in joint negotiation with the latter’s representatives. The scope of negotiable 
matters is a persistent issue between the two parties. 

The facts here are, of course, familiar to the point of triteness, but I venture 
to hope that the expression “laboristic capitalism” in which I have sought 
to characterize them might have some usefulness in quickening recognition of 
the significance of what has so gradually traspired. It is in exploring the social 
consequence of this deevlopment on national growth and stability that I am 
directly interested. Specifically, what bearing does it have on our prospects of 
vindicating free enterprise under representative government as an optimal way 
of economic life or of attaining the maximum employment, production, and pur- 
chasing power set as our goal in the Employment Act? 

In broad terms, our present economic system may be viewed as two great 
hemispheres of power over the productive and distributive process. One may 
be roughly labeled capital administration, and the other labor administration. 
Both hemispheres are highly organized, with administrative powers sufficiently 
centralized for considerable unity of action and with ideologies to a considerable 
extent supplanting the mere behaviorism of our earlier industrial experience. 
For economic progress or growth with stability, we need not merely peaceful 
coexistence between these two power blocs but mutual compromise in active and 
socially constructive collaboration. 

That we are securely on the road to achieving such socially constructive col- 
laboration is by no means certain. There has arisen an uneasy suspicion in 
many quarters that certain recent wage and price adjustments have amounted 
to “collusion against the public.” We have been so beguiled, in this postwar 
period, by the idea that fiscal and monetary controls are both available and ade- 
quate to stabilize the economy on a high level regardless of market distortions, 
that we have tended to minimize the importance of the role of private but cen- 
tralized management or administration. I believe we should give more atten- 
tion to studying what private administration of capital aggregations and labor 
aggregations would minimize the need for governmental stabilizing operations 
rather than to maximizing the power of government to offset even massive break- 
downs in the equilibrium of price-income relations in the private market. 


THE CHALLENGE OF BILATERAL OLIGOPOLY 


Starting from the premise that both big business and big labor are not only 
here to stay but also are natural and proper features of modern industrialism, 
we should not fall into complacent acceptance of the idea that this bilateral 
oligopoly is a new invisible hand under which countervailing powers dependably 
find economically and socially correct adjustments. There is a world of dif- 
ference between atomistic competition and the competition of economic giants 
representing rival factors in the productive process rather than integrated 
administrative units. Some dozen years ago, I put the contrast thus: 

“Adam Smith * * * noted first that men in general were endowed by their 
Creator with a spirit of ambition, a basic instinct of selfishness, and the 
commonsense that enabled them to select the bigger of two apples. This being 
so, he reasoned that so long as everyone was free to make his own choices in 
situations as to whose personal values he was better informed than anyone else 
could be, the system would be highly active and more flexible toward steadily 
greater satisfactions. * * * Smith’s recognition of self-interest as a perennial 
and dependable spring of human conduct is as true today as it was in his time. 
But the operation of self-interest on the part of officials of a highly organized 
economy must be on the basis of truly enlightened self [or group] interest if 
the system is not to destroy itself—and hence its administrators. It must be 
advanced through promotion of the common interest, not at the expense of others’ 
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interests. Along with the centralization of decision making there must go a 
development of great professional competence and disciplined responsibility, so 
that power shall be used to promote democratic economic opportunity, high 
production, and high-level consumption.” * 

All about us we see evidences that corporate managements are in many 
instances administering the large blocks of resources under their control in the 
basic, long-run interest of the economy. In a steel age, it is impressive to note 
the way in which the great integrated companies have put retained earnings 
into the advancement of steel technology, the expansion of plant in step with 
demographic trends, the exploration and development of new ore supplies outside 
our national borders, and the creation of transportation facilities for making 
the new ore bodies accessible. In an age of petroleum, we see the comparable 
direction of many millions by big oil companies to the extensive search for 
sources Of oil around the world and the intensive development of petroleum 
technology in company laboratories and testing plants. This aggressive and 
socially conscious administration of capital resources can be paralleled in the 
sustained-yield programs and byproduct developments of the great lumber com- 
panies, and in electronics, light metals, and many others. 

Attorneys, both legal and economic, for big business point complacently to 
these achievements and to the obvious fact that corporations can survive and 
prosper only if consumers vote at the cash register in support of their product 
and in acceptance of its price. Competition, they argue, has been born anew 
in a form suitable to modern conditions—one which constrains the capitalist 
managers to administer physical and financial resources in the social interest. 
I myself said almost 20 years ago: 

“Insofar as large-scale organization puts the natural pacemaker in a position 
of command over a large section of the economy, it means a struggle to ad- 
vance the lines of economic effort truly heroic in proportions. * * * Competition 
is quite as keen and much more productive of results when we find industrial 
giants marshaling their mighty resources to perfect new techniques and new 
schemes of organization through whose use more and better goods may be put 
within the reach of the masses.” * 

But it does not follow that all the actions of all the capitalist managers are 
all the time geared to the greatest good for the greatest number. And the vote 
of the cash register may have to be cash for the least undesirable of a quite 
restricted range of choices, just as a vote at the polls may be a rueful choice 
between two machine-picked politicians. 

Let us consider a few of the ways in which managerial decisions in areas 
where the business unit must be large may administer the economy’s capital re- 
sources in ways other than they would take if consumers: choices were not thus 
circumscribed. The first illustration is from the field of transportation. At a 
recent symposium I heard the head of a large airline state that the public’s 
insatiable demand for speed required his company to shift quickly to jet trans- 
port, although that would prevent them from improving and properly adjusting 
present types of service and involve financing problems that would strain if 
not wreck the company. As a subsequent speaker on the same program I ven- 
tured to query whether we should not call for a recount of the votes on this 
issue. How many people really are demanding further reduction of time across 
the continent now that it is down to 8 hours, or would use this “suped-up” 
facility if costs were directly assessed to them? How far should management 
go in pandering to the speed mania of a few at the expense of those who are 
disadvantaged by the resultant need for enlarged and relocated airfields and 
the din of jetplane operation? Is management justified in imposing the finan- 
cial burden of the proposed changeover on present stockholders of the com- 
pany or in putting this added strain on the money market, where supplies of 
capital are already scarce and needs, say, for housing, what they are? 

This situation touches both the question of the character of product or 
direction of capital use, and the timing of investment or programing of capital 
use. The first question—character of product—has striking illustration also 
in the automobile field. Has the private management of capital use in this 
area been most beneficial to the public or the economy when so great outlays 
have been directed to greater size, speed, elegance of appointments, and sheer 
difference from year to year, rather than to giving the maximum amount of 
safe and comfortable personal transportation at minimum cost? I am not pro- 





* Price Making in a Democracy, p. 448. 
4 Industrial Price Policies and Economic Progress, p. 269. 
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posing to turn the clock back to the Model-T but suggesting that there is a 
problem of synchronizing company policies in the administration of capital with 
consumers’ budgeting for capital goods outlays—both for cars and for garages— 
and the capital needs of Government units—as for street widening and public 
parking—not to mention costs of traffic control. 

Turning to the timing aspect of this matter of resource administration, it is 
often argued that the growth of very large corporations has equipped them with 
such ample assets, strong credit standing, and sophisticated management that 
they can follow long-run investment programs so imperturbably as to help ma- 
terially in offsetting or minimizing cyclical swings. While this argument 
undoubtedly has a measure of validity, it is too soon be able to evaluate the 
actual experience of the second half of the present very significant decade. 
The extremely high rate of plant and equipment outlays of the last 3 years, the 
appearance of some excess capacity even before this enlarged plant has made 
its full contribution to the productive stream, the rise of corporate debt, and 
the tight labor and materials market suggest that the record of the capital 
managers in this period leaves something to be desired. When we see how 
much support they give to the economy in 1958 and thereafter in the event of 
some recessionary downturn, we can more confidently answer this question. 

Labor, of course, has argued that management has derived too much of the 
eapital for their investment programs from profits retained out of margins | 

| unduly enlarged by the companies’ power of price administration. This is an 
oversimplified statement of an issue too complex and widely ramifying to be 
even entered here. It is, however, an issue definitely germane to several of the 





; congressional investigations now underway and inescapable in contract nego- 
tiations in any of the large-scale industries. 

The unions, on their part, are no less subject to challenge as to the nature 
and consequences of the administration of the Nation’s labor resource. By 
widening and tightening their centralized hold on large blocks of labor, they 
are in a position to influence strongly both the price at which it can be bought 
and the ways in which it will be used. As in the case of those who administer 
-apital resources, administrative power has often been used in ways beneficial 
to the economy. Union powers have operated to conserve the lives and health 
of workers; they have (at times) quickened the transition from deadening 
physical routine to skilled machine tending; and they have advanced the social 
security and in many ways enriched the lives of workers and their communities. 

; Early opposition to the introduction of laborsaving machines has given way to 

k i official endorsement of “automation” as a way of enhancing labor productivity, 
P I linked with insistence that the benefits and burdens involved be equitably dis- 
\ tributed. There are still, however, remnants of wasteful administration of labor 
Bi} resources in various jurisdictional rules, full crew requirements, and printshop 
i practices. 
7 In big labor’s administration of the labor resource no less than in big business 
management of the capital resource, we discern a strange mixture of presum- 
ably good and apparently bad consequences. John Lewis priced his miners out 
of jobs faster than they could be reabsorbed elsewhere; he forced the mechan- 
ization of mining, with great improvement in the quality of mineworker; he 
forced mineowners into a collaboration that priced coal out of a part of its com- 
petitive market; now he uses capital accumulated out of the miners’ enhanced 
wages to join with mineowners in setting up a shipping line to enlarge the export 
coal market. Who can say what all this adds up to? 

Even more difficult to evaluate is the administrative policy of Walter Reuther 
in the automotive field. He has been the great exponent of an economic phil- 
osophy of “learning to distribute abundance.” But a few weeks back he announced 
an intention of shortening the workweek in auto plants to 32 hours. Since he 
stipulates an increase in take-home pay, this 32-hour week would entail an 
increase in labor cost of more than 25 percent on ear builders and could hardly 
be expected to distribute the satisfactions of car ownership more abundantly 
to the masses. And will this fifth day of labor power run to waste, be used in 
the pursuit of culture, or compete in other labor markets? “Moonlighting” or | 
“sundowning” (that is, the holding of two jobs) is already on the increase. 
This may indicate that the average worker prefers more goods to more leisure 
in the band of choice between 32 and 40 hours. It may indicate also that the 
administration of wages and of prices has been a factor in such depreciation 
of the dollar as makes it necessary to seek extra work to maintain the standard 
of family consumption. 
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I do not presume to set nyself up as an umpire in a pot-and-kettle argument 
between administrative officials or policymakers in the two hemispheres of 
concentrated economic power. But I do wish to argue that we as professional 
economists should become realistically informed as to the actual situations and 
conditions of resource administration that are being dictated by one or the 
other of these captains of economic forces or bargained out between them. 
And we should adapt our tools of economic analysis to be of more service to the 
parties in arriving at policy decisions which will make maximum contribution 
to sustained high-level production by the whole economy and thus maximum 
real income for all classes. 

As I come in contact with these issues, it seems to me that we stand today 
in a position of sharp challenge and great opportunity. There has developed a 
conservative economics of management or capital and an aggressive Management 
of labor. One centers on advancing technology, capital formation, and profit 
incentives. The other centers on consumer purchasing power to clear the market 
at full employment. Integration between the two is logically possible, and prac- 
tical reconcilement or working compromise must be hammered out in such basic 
industries as automobiles, steel, petroleum, rubber, and electrical equipment if 
we are to continue the march of our national prosperity on an acceptable level. 


THE PRESENT SITUATION 


While we as economists can be of help in this reconcilement, the actual outcome 
will be determined by the top executives of big corporations and big unions. It 
is, I think, significant to note the two major lines of approach that they, respec- 
tively, are making to this issue, so important to our national welfare. One may 
be called the intellectual approach; the other the power approach. Their inter- 
action can be traced from the economic brief filed by UAW-—CIO in opening 
postwar negotiations with General Motors in November 1945, down to the testi- 
mony of economists of the United Steel Workers and of United States Steel and 
of the United Automobile Workers and the Ford Motor Co. before the Joint 
Economic Committee last February. In essence labor’s claim was: We seek 
a rational resolution of this mutual problem of income and prices. If manage- 
ment can show that our statistics (mostly Government) are incorrect or our 
reasoning faulty, we are prepared to join them in finding resolution of our 
common problem (and the country’s) on the plane of reason, not resort to raw 
force. In the 1945 instance, management prepared a brief in reply, stating: 
Your figures are wrong (which in part they were) and your reasoning is absurd 
(which it was not, whatever its specific flaws). But soon the company threw this 
whole intellectual (or scientific) approach out as an “invasion of the prerogatives 
of management.” 

In the current instance (hearings of the Joint Economic Committee), the 
unions asked that the investigating powers of Government be brought fully to 
bear in getting the most adequate basis of objective fact and the fullest use of 
professional economists and business experts to develop basic solutions of the 
issues. Thus far at least, business management has not welcomed or even 
acceded to such a suggestion. In the Kefauver committee hearings and else- 
where, they have denied that there is any such thing as administered prices; 
they are established by keen and beneficent competition, based scientifically on 
costs. They readily agree that wages are in fact administered, and this is the 
central source of present inflation and other defects in our current economic 
process. 

The Kefauver subcommittee, the Joint Economic Committee, and others are, 
I am sure, deeply concerned, and reflect a wide public concern, in where the 
administrative powers of Big Business and Big Labor are leading us. They 
are not merely “grabbing for a newspaper headline” as often charged. I feel 
quite sure they will continue to probe these issues on a plane of national in- 
terest and with facilities for bringing out factual material and analytical proc- 
essing that will contribute importantly to understanding and coping with this 
aspect of the growth and stability problem. We should study it. 

Meanwhile, Mr. Walter Reuther has not waited for the slow and unpredicta- 
ble results of the intellectual attack, but has launched a daring strategic maneu- 
ver that seizes the initiative for labor. He seems to me to be saying: “Since 
the blunting of our 1945-46 intellectual attack, we have been forced to pro- 
tect our own interests by successive power drives for higher wages. These have 
been flanked by the power of price administration to neutralize our thrusts 
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and, under our elastic currency system, engender a process of inflation that 
penalizes the weaker groups in the labor force and endangers the whole econ- 
omy. We recognize the nature and significance of administrative power in the 
hands of large business and labor organizations and believe it justifies the 
President’s admonition to us both to exercise self-restraint in the public inter- 
est in which our group interests are enmeshed. We challenge our opposite 
numbers in the automotive industry, which occupies such a key position in the 
economy, to join with us in abating this unproductve and dangerous race and 
negotate a constructive pattern of coexistence.” 

I do not think that spokesmen for the auto companies were justified in re- 
sponding (via the press) that this invades the prerogatives of management. 
Nor do I think it can properly be labeled “pure propaganda”—although one 
would be naive to suppose Walter Reuther will overlook any good propaganda 
angles that may present themselves. When the companies say it is “a trap” 
I believe they are right. ‘They—and Mr. Reuther’s cohorts no less—are really 
trapped in a situation of vital public concern in which they must accept re- 
sponsibility and try to validate the present use of their administrative power 
and show that they have a positive program for better serving the public in- 
terest. I hope we may, in the end, appraise it as “a tender trap” (to borrow the 
title of a Broadway play), in which motives are those of the public good. At 
all events, the eyes of 47 States besides Texas are upon the administrative 
teams matched in this big league event under laboristic capitalism. 

I do not presume to predict the outcome or to propose a pattern of action. 
The task of observer and commentator that I marked out for myself will—for 
the present at least—rest there. 
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